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John R. Evans, David Galloway, 
Chairman President and Chief Excecutive Officer 
Torstar Corporation Torstar Corporation 


ur performance this year was mixed. In financial terms, our earnings per share from continuing operations 
before amortization of goodwill rose 6.3% versus 1999. Metroland and Harlequin had excellent growth, 
The Star more than held its own in the newspaper war, our broadsheets were steady, but we had very 
‘ disappointing results in our Children’s Supplementary Education group. We have made a decision to sell 


our CSEP companies and focus on our core media businesses. 


Convergence 

The year 2000 was the year of convergence. Who would have believed a year ago that Mr. Black would 

sell his Southam papers to CanWest Global, that Mr. Thomson would sell the Globe to BCE, or that the 
Chagnon family would sell Videotron to Quebecor? What does that mean to Torstar? It means our competitors have a lot more 
debt than they did a year ago; some reason could come to the newspaper wars in Toronto. It means our competitors will cross- 
promote their products and attempt to sell television/newspaper advertising “packages.” 
Fortunately for us in the Toronto market, our readership dwarfs that of the Globe and 


Mail and the National Post. In southern Ontario, we remain the dominant media 
The Toronto Star 


Toronto Sun 
The Globe and Mail 


player, with revenues of approximately $900 million, far in excess of our converged 
competition in this market. 


Don’t get us wrong. We believe in convergence — the question remains whether the 


National Post 


benefits justify the acquisition multiples required to achieve it. The jury is still out. 


The Newspaper Wars 

The newspaper wars showed no sign of abating in 2000. The Toronto market now has four daily newspapers and three new 
commuter products, which were launched in 2000. Despite this, operating revenues in our newspaper division rose from $766 
million to $843 million and cash flow increased from $149 million to $158 million. The profit increase did not match the revenue 
increase as a result of a significant newsprint price increase in the second half of the year. 

The Toronto Star continues to more than hold its own, with EBITDA rising 5% to $70.1 million in 2000. Two years after the 
launch of the Post, The Star has maintained its circulation and has more exclusive readers than the other three dailies combined. 
The Star has a colour capacity advantage in its battle for advertising revenues. The Star’s colour expansion project, from 28 to 
48 pages of colour, was fully completed in the first quarter of 2000. 

EBITDA in our regional dailies was also up 5% in 2000 to $27 million. The benefits of two additional months’ ownership in 2000 were 
offset in part by higher newsprint costs and start-up costs associated with the new printing arrangements for the Kitchener paper. 
Metroland recorded record profits in 2000. EBITDA increased to $62.7 million, some 18% higher than the previous year. John 
Baxter, the CEO of Metroland for 20 years, retired in September. John should be very proud of the company he and his team 
built over that period. We are delighted that Murray Skinner has moved into the CEO role from his Vice-President Advertising role. 
To capitalize on a new market and different demographics — the young urban commuter — we launched one of three free tabloids 
in the GTA. 185,000 copies of Today are distributed through 2,500 boxes and racks throughout the GTA on a daily basis. Our 
research shows this group to be a new market, although there certainly will be some crossover with the Toronto Sun. We do not 


believe there is room in the city for three free commuter papers — we plan to be a survivor. 
Interactive Media 


We have been consistent in our view that the Internet is an important medium that will take its place alongside other media. We 


never believed it was a deathnell for newspapers, and today, with the collapse of the dot-com markets, we haven’t changed our 
view that opportunities for solid businesses exist on the Net. 


In 2000, we spent $15 million developing our newspaper sites: thestar.com: workopolis.com; toronto.com; and newinhomes.com. 
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Today, we attract more than 65 million page views per month and, with the exception of thestar.com, our business models are 
not dependent upon banner advertising. TSTV, a 24-hour direct-response teleshopping channel, launched in 1997, now reaches 
1.4 million households in the Greater Toronto Area and produced a profit of nearly $2 million this year. In our Book Publishing 
business, we launched eHarlequin.com on Valentine’s Day, 2000. Growth has exceeded our expectations with nearly 600,000 
members and nearly seven million page views per month. 

We developed a portfolio of strategic investments on the Net to enhance our knowledge of the medium and to capitalize on the 
tremendous growth that was taking place in this sector. In 2000, we realized gains of $26 million (net of write downs) to offset 
the $31 million we spent to develop our own sites. We hope to cover most of our expenditures in 2001 in the same manner. 
Our Interactive Media businesses generated revenues of $22.8 million and are well on the way to profitability. 


CSEP 

Our foray into the Children’s Supplementary Education market has not been successful. Over the six-year-period that we were 
in this business, we made four significant acquisitions and a number of minor add-ons. Two performed as we expected. Two 
have proven to be disappointments for us. 

What happened? The market became more competitive but we did what most acquirers do, pay too much initially and 
overestimate the synergies. Studies demonstrate that 60% of acquisitions destroy value for that reason, 20% break even and 
20% are successful. We felt it was better to cut our losses and focus on our core businesses. 

There is some good to come from all of this. We bought an award-winning creator of hands-on craft activity kits, Curiosity Kits, 
and developed a book club for children ages 1-6, called Learning Adventures. These companies are becoming part of Harlequin’s 


Creativity Division. 


Harlequin 

Harlequin’s EBITDA was $108.7 million in 2000, a 15% increase over a year ago. Some have called Harlequin a mature “cash 
cow.” Don't believe it. We are very excited about Harlequin’s future prospects with the addition of the Creativity Division and 
eHarlequin. 

The core business of Harlequin is changing. The growth of the higher-priced single-title romances, at the expense of the series 
business, means we are publishing fewer, more profitable books. Continued growth in the core has been funding our new 
initiatives. 

The newly formed Creativity Division includes the children’s book club, Learning Adventures, our recently acquired craft 
company, Curiosity Kits, our new craft continuity program, Creativity Kits, and a new program in test called, Quiet Moments, 
which provides women with a monthly kit of home spa products. This group of businesses generated $53 million in revenues 
in 2000, up 75% over the previous year. This new division will add significantly to Harlequin’s growth over the next three to 
five years. 

We continue to be excited about eHarlequin. We had more than 594,000 members by year end, 75% of whom were not on 
Harlequin’s direct marketing files. The key to Harlequin on the Internet, versus an Amazon, is that Amazon must buy its books 
from publishers, whereas we are the publisher. Amazon had to build warehouses to ship books to customers, whereas we already 
have a warehouse that ships approximately 850,000 packages per month to our direct marketing files. And, unlike Amazon, we 
can advertise to our readers in our books and through our direct marketing programs. The key in 2001 will be to prove whether 


we can achieve a seven-eight per cent purchase pattern from our membership. If so, eHarlequin will be contributing to profits 


in 2002. 


We believe the outlook for the future is good. While newspapers depend upon the economic environments, we believe we are 


well positioned in southern Ontario. Harlequin has a solid growth plan with its new Creativity Division, and eHarlequin shows 


good promise. 


I want to thank the staff in each of our companies for their contribution in 2000. It is this effort that makes our company strong. 
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orstar’s Newspaper segment 


represents the largest 
contiguous newspaper market 
in Canada offering the breadth, 
reach and diversity of five 


leading daily newspapers, 69 


ed community papers, the largest 


ese daily in Canada, a free commuter tabloid and a host of 
specialty publications. 
segment gives 
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THE TORONTO STAR 

The great war among Toronto’s major newspapers completed its 
second full year in 2000, with competition escalating among 
the dailies, and on a new front with the introduction of free, 
daily commuter papers. In a city that now has seven daily 
newspapers, or almost 1.3 million papers hitting the streets 
every weekday, The Toronto Star is still the dominant 
newspaper in the Toronto marketplace with advertisers and 


readers, and the number one 


Metroland circulation daily newspaper in 
e 69 weekly 
newspapers Canada. 

Figures released by the 


thern Ontario region, a 
ering 21% of 
population and 


25% of the country’s * 203,600 daily 


readers 


ibination of daily and 
newspapers. offers 


isers a spectrum of 


: : a readers 
from a classified listing 


ocal paper, to a package 


© 274,000 daily | 


Newspaper Audience Databank 
(NADbank) late in the year 
show The Star continues to be 
the number one newspaper in 
OTe 


circulation 
daily in Canada} 


Toronto with increases recorded 
in Monday-to-Friday and 
Sunday readership and in the 
all-important exclusive 


readership category, which is 


uy blanketing the region. Readers in the region have a choice 
tar newspapers and, in many cases, they are reading 
more than one. 

The Toronto Star, The Hamilton Spectator, and the Tri-City area 
yapers — The Kitchener-Waterloo Record, Guelph Mercury and 
The Cambridge Reporter — have a combined regional 
circulation of approximately 650,000 papers 


a day. On Saturday, that figure surpasses 
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930,000. Sing Tao’s past week readership is 


approximately 200,000, Today has a 
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circulation of 185,000 and the combined 
distribution of Metroland’s community 
Papers is 3.7 million copies per week. 


Total revenue for the Newspaper segment in " 


70.0 


2000 was $843 million. 
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larger than the other three major dailies combined. Over the 
course of a week, The Star is read by almost 2.1 million Toronto 
adults, or 57% of the total adult population, which is nearly 
three-quarters of a million more readers than its closest 
competitor. 

Strides were made across The Star’s core businesses — Editorial, 


Marketing, Sales & Service and Production. 


NEWSPAPER DIVISION 


Editorial 

The Star’s Editorial department once again led the 
way with superb coverage of the outbreak of 
E-coli contamination in the water supply of 
Walkerton, Ont. Star reporters tracked the story as 


it developed and were the first to publish a 


122.5 
148.9 


special section on the crisis. An investigative 
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What's 

black, white, blue, 
purple, yellow and red all over? 
Ws the new colourful Star. So 
colourful, in fact, that The Star became the 
only Canadian newspaper to win the 

prestigious biannual International Newspaper 
Colour Quality Club award, for, you guessed it, 
colour reproduction. 
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series on conditions in Toronto’s eating establishments, entitled 
Dirty Dining, revealed public health violations in many Toronto 
restaurants and food industry suppliers. The Star series lead to 
increased inspections of Toronto eateries and the closing of a 
number of them by the Toronto Public Health Board. The series 
also prompted the city of Toronto to introduce tough new 
bylaws governing the food service industry and a new rating 
system for eating establishments that requires them to publicly 
post their public health rating. 

A Star team went Down Under to cover the Sydney Olympic 
Games and to provide Star readers with top-notch coverage, 
while thestar.com broadcast 24-hour coverage and up-to-the- 
minute reports. 

Last summer, The Star established its new community editorial 
board. The 12 volunteer members of the board, recruited from 
a cross-section of Toronto’s diverse communities, serve a one- 
year-term writing guest editorials and columns for the paper. 
Their enthusiastic efforts have ndded a rich, new voice to the 
pages of The Toronto Star. 

Jocko Thomas, The Star’s legendary police reporter who retired 
in 1989 after a 60-year career with the paper, was honoured 
when Toronto police renamed the media room at police 


headquarters the Jocko Thomas Media Gallery. Retired Star 


photographer Frank Lennon’s famous 4300). eect 
photograph of Paul Henderson celebrating 1200) — 

his game-winning goal in the 1972 hockey 1100 

series against Russia was voted the Canadian 1,000) — 
Photo of the Century by the Canadian Press. 900) — 


December saw the retirement of the aptly 800 


named “dean of Canadian photojournalism,” 700) - 
Boris Spremo, who was named to the Order 600 
of Canada in 1998 for his amazing body of 500) 


work. 400) —— 
Columnist Michele Landsberg, a two-time 300} — 
National Newspaper Award winner, was 


honoured by Save the Children Canada for 
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her tireless work in aiding vulnerable 


Haroon Siddiqui, The Star’s Editorial Page Editor Emeritus and 
twice-weekly columnist, was named to the Order of Ontario in 
December. He was singled out for his work in challenging 
Canadians through his writings “to rethink outmoded 
stereotypes of immigrants and minorities.” The Canadian 
Islamic Congress also honoured Siddiqui earlier in the year 
with an award recognizing his efforts to promote world justice 
and harmony. 

Following the death of Pierre Trudeau, The Star presented a 
special tribute to the former prime minister, inviting thousands 
of readers to view photos of Mr. Trudeau taken over the years 
by Star photographers and editorial cartoons penned by The 
Star’s legendary cartoonist, the late Duncan Macpherson. 


Visitors signed several books of condolence that were given to 


the Trudeau family. 


Circulation 

In the circulation battle, the numbers for 2000 show The Star 
was barely scratched in the great newspaper war. Weekday and 
Saturday circulation numbers kept pace with the previous year, 
with less than a 2% dip from 1999 while Sunday circulation 
came in more than 2% ahead. Average weekday circulation was 
454,692 copies, with Saturday sales at 686,278 and Sunday at 
ie a om 493,135. 

a = Along with an aggressive campaign to provide 
=| sponsored copies of the paper in medical offices 
a and hospitals, the Circulation department 
| increased the number of in-store promotions 
with retailers to great advantage. The 
a partnership with the Air Miles reward program 
entered its second year in 2000 chalking up 
| more than 200,000 Air Miles subscriber 
7 registrations by year end. The department 
began a five-year program to replace its 


| vending boxes in the Greater Toronto Area. The 


_ new stainless steel streetcorner boxes, with a 


children. And a series of stories by European 
Bureau Chief Olivia Ward on the war in Chechnya inspired a 
moving symphony, Chechnya Story, by British composer 


Clement Jewitt. The symphony premiered in London in March. 
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combination of dazzling Star graphics and 
state-of-the-art electronic mechanisms, permit 
any combination of coins to be used. 

Circulation also introduced newly-designed newspaper racks in 


retail outlets in the Greater Toronto Area. 


The highly successful Campus Readership Program was 
expanded during the year to supply complimentary copies of 
The Star on campuses every weekday at York, Queen’s and 
Wilfrid Laurier universities, Seneca and Georgian colleges, and 
specific colleges at the University of Toronto. The Newspaper In 
Education program racked up impressive sales in Ontario 
secondary schools with an education kit designed specifically 


for the Sydney Olympic Games. This success, 
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achieved in North America’s 


most 
80) == 


competitive and _ volatile newspaper 
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environment, is a tribute to the teamwork of 


Star employees. 


Advertising 
This spirit of teamwork was evident in 


Advertising where staff surpassed a 12-year 


LINAGE cmi.tions) 


advertising revenue record. By the end of 


Community Investment 

In March, The Star published a special section on its corporate 
donations to the community. The Report on Community Giving 
outlined the efforts of The Star, Metroland and Harlequin 
Enterprises to support worthy causes in the community and 
highlighted The Star’s two premiere charities, The Toronto Star 
Santa Claus Fund and The Toronto Star Fresh Air Fund. Both 
Star funds conducted successful fund raising campaigns during 
ihe year, with the Santa Claus: Fund 
overachieving its 2000 goal to collect a record- 
breaking $1,116,745. Every cent went to 
providing 40,000 needy Toronto children with a 
Christmas gift box containing warm clothes, a 


toy, a book and candy. 


REGIONAL DAILIES 
The Hamilton Spectator 


the year, advertising revenue had reached 
$354 million, surpassing the previous record of $341 million set 
‘in 1989. Despite a rate increase during the year, The Star’s 
advertising linage increased by 6% over the previous year and 
share of market was a healthy 43.8%. The Star’s Advertising 
department was rated one of the number one sales forces in 
Canada in 2000 by ad agencies across the country. 

The Star’s classified and customer service call centre staff were 
rated among the best in the country for customer and employee 
satisfaction and loyalty in a survey of telephone call centres 


conducted in a number of Canadian business sectors. 


Production 

The Vaughan Press Centre completed its two-year, $52-million 
colour expansion, enabling The Star to offer advertisers and 
readers more colour than any other newspaper in North 
America. By the end of the year, The Star recorded an 
impressive 90% increase in colour ads running in the paper. 
The Star was admitted for a second two-year term to the 
International Colour Quality Club, an exclusive group of 
newspapers around the world recognized for their superior 
colour reproduction. It is the second consecutive time The Star 
has been admitted to the club by a panel of international 


experts who judge colour reproduction in hundreds of 


newspapers. 


The Hamilton Spectator recorded its third 
consecutive year of higher net paid circulation 
in 2000, as it capitalized on its improved editorial content. While 
most of the improvements were incremental as part of an on- 
going strategy of continuous improvement, one very noticeable 
change was a redesign of the newspaper in April. This included 
a modern, clean masthead replacing the style that had been in 
place for more than 150 years. 

The higher quality of The Hamilton Spectator not only allowed 
it to thrive in the face of increased competition from the 
Toronto dailies, but also established the right environment for 
revenue growth. ROP advertising revenue grew by 5.7% over 
1999 with the regional sales force providing valuable support. 
The makeup of the management team changed significantly 
during the year as each of the positions of Editor-in-Chief, 
Vice-President Advertising Sales and Director of 
Manufacturing were filled. 

The Hamilton Spectator worked during 2000 toward ISO 9002 
certification. Once actual certification takes place in 2001, The 
Hamilton Spectator will be the first newspaper in North 
America to meet the rigorous quality standards of this 
internationally recognized standard. 

The Hamilton Spectator remains the dominant media in the 
Hamilton/Burlington market with NADbank weekly readership 


increasing more than two percentage points from 1999 to 


52.7% of adults. 
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TRI-CITY AREA 

The Kitchener-Waterloo Record, Guelph Mercury and 
Cambridge Reporter were integrated into a single 
operation in the fall of 2000. The new organization will 


leverage its strong regional position with centralized 


advertising sales and editorial sharing. Regionalization ‘ 


6 


will also create efficiencies in distribution and customer 


service, allowing for a reduction in operating costs. 


A seamless high-quality distribution system will allow the 
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papers to blunt competitive rate and volume pressures and 
help to grow the insert business in the two smaller markets. 
Advertising sales expertise is being upgraded across the 
region. Centralized employment classified sales made 
significant gains for the Mercury and Reporter by year- 
end. In addition, vertical sales groups in key retail 
categories such as automotive have consolidated accounts 
and will soon post increased total revenues. 

The twin objectives of the new regional strategy are to 
increase profitability in all markets while strengthening 
the reader franchise for individual newspapers. A key 
initiative to grow readership is increased local editorial 
sharing, which was planned for early 2001. Grand River 
Life and NightLife — both currently published by the 
Record — as well as a regional TV book and travel section, 
will enhance the news content of the smaller properties. In 
addition, all three newspapers will be repositioned to 
maximize quality news coverage in their respective areas. 
Of the three newly-regionalized papers, the Record in 
Kitchener-Waterloo underwent the most dramatic changes 
in 2000. On September 8, the newspaper shut down its 27- 
year-old press, moved its printing to the Vaughan Press 
Centre and started a new $3.5 million mailroom operation 
just west of its main office. High quality reproduction from 
Vaughan was an immediate benefit for Record readers. 
The enhanced product has been well-received, as has its 
redesign, which was launched in conjunction with the 
switch to offset printing. 

Electronic publishing is also being integrated. The Record 
is the recognized leader locally, with its Web site averaging 
more than 1.2 million visits a month in 2000. Expertise 
from the Record is in the process of being exported to the 
Mercury and Reporter sites to boost traffic, consistent with 


plans and strategies of Torstar Electronic Publishing. 
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Murray Skinner, 
President 


Metroland Printing, Publishing & Distributing 


‘etroland Printing, Publishing, & 
Distributing Limited is the largest and 
most successful publisher of community 
newspapers in Canada. The company’s 
track record of impressive growth 
continued across all areas of business in 
2000. 

Company Overview 

Metroland is Ontario’s leading publisher of community newspapers 
with a total of 69 newspapers publishing 118 editions. The total 
number of papers has doubled in the past five years. Combined 
distribution of Metroland’s community newspapers is more than 3.7 
million copies per week. The newspapers are concentrated in 
southern Ontario and centred around Toronto. 

In addition, Metroland publishes monthly “Business Times” 
properties, weekly shopper publications, monthly specialty products 
(including City Parent and Forever Young), annual large-print 
phone books, and a host of other products. The company also 
produces a series of successful consumer shows including the 
Toronto and Montreal Golf and Travel Shows and The Fifty Plus 
Lifestyles and Travel Show. 

Metroland prints most of its own products at company-owned press 
facilities, and is also a large commercial printer of other 
publications. 

The company is one of the most sophisticated distributors of flyers 
and circulars in Canada. Flyers are distributed to households in 
advertiser-defined areas, primarily using Metroland’s newspapers as 
well as apartment bags in communities with a high concentration 


of apartments. 


Financial Highlights 

Metroland enjoyed its eighth straight record year in 2000. Earnings 
were $58.2 million compared to $49.3 million in 1999 and $44.1 
million in 1998. Profit has quadrupled since 1995. 


Publishing 
Metroland added 13 community newspapers with a total circulation 
of 79,909 in 2000, through either acquisition or start-up. 

vo new newspapers started in 2000 is the 7,500- _ 
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circulation weekly King/Kleinburg Tribune serving a growing area 
of York region. The other is the weekly Annex Guardian (circulation 


20,000) serving a distinct neighbourhood within Toronto. 
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Metroland acquired Citizens Communications Group in August, 

2000, including a number of weeklies: the Beaverton Brock Citizen; 

Bobcaygeon Independent; Dresden Leader; Fenelon Falls Gazette; 

Georgina Advocate; Petrolia Topic; Stouffville Sun; and Uxbridge 

Times-Journal. Where appropriate, these papers were integrated 

with Metroland’s newspapers providing improved efficiencies. 

In addition, Metroland acquired the Arthur Enterprise News, the 

Harriston Review and the Palmerston Observer. The latter two were 

combined to form the Minto Express serving the newly-formed 

municipality of Minto. 

Metroland also acquired the monthly Bloor West Villager and 

increased publishing frequency to weekly. 

In September, 2000, the company acquired the National Bridal 

Shows, which was added to our show division. 

Metroland’s newspaper advertising linage totalled 186.7 million 

lines in 2000 compared to 167.2 million lines in 1999. The 11.7% 

increase in linage resulted from both a 4.8% growth in continuing 

publications and a 6.9% growth in acquisitions (including 

properties acquired in mid-1999). 

Metroland’s track record of winning industry acclaim continued in 
with 87 awards from the Ontario Community Newspaper 
‘iation (OCNA), the Canadian Community Newspaper 

ssociation (CCNA), and the Suburban Newspapers of America 

Of particular note were the Oakville Beaver winning the 

Best Community Newspaper in Canada,” and Jennifer Brown of 


Newmarket/Aurora Era-Banner winning “Suburban Journalist 


the Year” (SNA). 
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Metroland’s flyer distribution volume grew by 7% in 2000 to more 
than 1.66 billion pieces compared to 1.55 billion pieces in 1999. 
Distribution volume increases in continuing markets accounted for 106 
million of the total 108 million piece improvement. The other two 


million-piece improvement is accounted for by properties acquired 
in 2000. 


NEWSPAPERS 


Metroland distributed 14 million more flyers per week during 2000 
than in 1995. 

At the end of 2000, The Toronto Star announced that it would cease 
publishing its extended-reach product and no longer distribute to its 
non-subscribers. Metroland’s distribution system throughout the city 
will meet these customers’ needs, resulting in additional growth in 2001. 
Metroland’s ability to target local neighbourhoods at the carrier 
route level will enable us to continue to be the distributor of choice 


in our markets. 


Printing 

Metroland’s two main press facilities are located in Willowdale and 
Mississauga. 

During the past year, Metroland acquired two additional smaller 
printing plants: York Region Printing (formerly CCG) in August, 2000; 
and QE Web in January, 2001. Along with a plant in Durham, Ontario 
that was acquired in 1999, these acquisitions provide ideal synergies 
for Metroland by enabling us to continue to expand our newspaper 
holdings and allowing us to produce more of our own products. 
The company is conducting a study in 2001 to determine the 


requirements for additional press capacity. 


Outlook 

The impressive growth of the company is due, in large part, to 
Metroland’s people. The distinct culture throughout the Metroland 
organization is one that recognizes innovation and creativity, and 
rewards success. 

Metroland has embraced the digital age. Our operations 
increasingly utilize new technology to improve workflows, enhance 
communications and sensibly move our initiatives forward. In 
2001, Metroland’s newspapers are introducing new Web portals 
that will enable us to better serve our communities, profitably. 
Metroland Printing, Publishing & Distributing Limited plans to 
sustain its track record of growth, and anticipates another record 


year in 2001. 
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usiness Ventures mandate is to leverage the 
strengths of the Newspaper segment into 
new businesses. This group consists of the 
operations of the Sing Tao dailies, Today, 


eye Weekly and Real Estate News. 


Sing Tao 


Torstar has approximately a 50% interest in the Canadian 
operations of Sing Tao’s media group. Sing Tao Daily publishes the 
largest Chinese-language newspaper in Canada, with editions in 
Toronto, Vancouver, Calgary and Montreal. In addition to the 
newspaper, Sing Tao’s Canadian media group is also involved in 
printing, outdoor advertising, radio broadcasting and magazines. 


Past-week readership in 
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Canada is approximately 
200,000. 

In February, 2000, Sing 
Tao launched the Taiwan 
Daily, a Chinese-language 
newspaper directed at the 


market and 


Taiwanese 


distributed in Vancouver. 


Today 
Today was launched in June, 2000. It is one of three free daily 
tabloid news publications available to commuters in the Greater 
Toronto Area (GTA). Today is a business concept that addresses the 
reality of readers’ time-stressed lifestyles. It has evolved from a 
“commuter paper” to a paper for people on the move with 20 
minutes to spare. Today reaches out to non-newspaper readers 
with its 


entertaining news and features that 


informative and 


are timely, up-to-date and 


colourful. Approximately 185,000 
copies of Today are distributed 
through 2,500 boxes and racks 
throughout the GTA on a daily basis 


(Monday-Friday). 


A 


eye Weekly 

eye, a weekly arts and entertainment publication, commenced 
publishing in 1991. eye is distributed free every Thursday to more 
than 2,400 outlets in Metropolitan Toronto. eye reaches the much- 
sought-after demographic of readers between the ages of 18-34. 


This demographic is important to advertisers for their long-term 


and successful 


buying power and potential. eye’s appeal 
penetration among this group is a 
result of its ability to reflect its 
readers’ active lifestyles. Circulation 
is approximately 108,000 copies per 
week, and readership is roughly 
183,000. eye Weekly acquired colour 
advantage when it relocated its 
printing to Torstar’s Vaughan Press 


Centre in the first quarter of 2001. 
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Real Estate News 
Real Estate News is Toronto’s largest real estate publication and is 
produced, marketed, printed and distributed weekly by The Toronto 
Star through a joint venture agreement with the Toronto Real 
Estate Board. Real Estate News now comprises three weekly 
publications: Real Estate News GTA 
(with a 


edition circulation of 


approximately 100,000); Kitchener- SSS So 


Waterloo Real Estate News (with a Real Esté te N 


circulation of approximately 9,000); 


and Town & Country Real Estate 


News, published in Stratford 


servicing Huron and Perth counties 


( % | We're changing the rules. | Fre 


(with a circulation of approximately 


7,000). 
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Brian E. Hickey, 


Harlequin 
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n 2000, Harlequin earned $102 
million, an increase of 16% over 
1999. This 
improved North American results 


increase reflected 


and a rebound in Japan’s earnings 


offset by unfavourable exchange 


rate movements and declines in 


markets. Harlequin maintains its 


several 


overseas 
worldwide leadership in series romance publishing with 
unit sales of 153 million books in 26 languages in 94 


international markets. oO 
} 
| 


Book Publishing — North America “ 
Readers across North America and around 
the world respond to the appeal of 
Harlequin’s unique publishing programs. 
Consistent quality has made Harlequin a 
name readers trust, and a commitment to 
freshness, growth and innovation ensures 
a variety and choice that keeps readers 
loyal year after year. 

Harlequin’s North American publishing 


different 


program encompasses six 


EBITDA & MILLIONS) 


Chairman & Chief Executive Officer P| 


Donna Hayes, 
President & Chief Operating Officer 
Harlequin 


top 15 New York Times Bestseller List demonstrating the 
author and imprint’s broad appeal. 
The MIRA imprint offers readers compelling mainstream 
fiction, increasing and diversifying its publishing 
program every year. 2000 marked the successful launch 
of its trade and hardcover program in the fall. MIRA has 
acquired and successfully built authors into national and 
international bestsellers. The Gold Eagle imprint presents 
a variety of action/adventure and science fiction reads in 
more than five different series, from gritty, action-packed 
adventures to post-apocalyptic tales. 
Worldwide Mystery offers a selection of 
mystery titles, primarily paperback 
reprints of top mystery hardcover titles. 
Hill 
heartwarming, inspirational romances 


Steeple publishes a line of 


for the Christian market. 
The consistent delivery of quality 


editorial product that meets both 
readers’ tastes and expectations year 


94.7 


over year has established a strong level 


of brand equity within the imprints. 


imprints, each appealing to a particular 
readership. Both the Harlequin and 


Silhouette imprints hold leadership positions in 


the 
category romance arena, with 12 series between them, 
and more than 60 new titles a month. Each series has a 
specific and unique positioning, offering a different 
reader promise and benefit. 


In addition, both imprints 
leverage the strength of their brand to create numerous 
single title and reissue programs that are utilized in both 
retail and direct marketing channels as well as overseas. 
This year marked Silhouette’s 20th anniversary, an event 
celebrated with the launch of a new tagline, “Silhouette — 
Where Love Comes Alive,” as well as promotion and 


publicity. Two of the four anniversary series titles hit the 


HARLEQUIN 


A 


Editors in three acquisition centres — 


2000 


Toronto, New York and London — are 
responsible for meeting both quantity and quality 
requirements. They must ensure that each of the more 
than 1,000 new titles that are acquired on a yearly basis 
are suitable for the line to create the best possible stories. 


Of the more than 20,000 aspiring authors’ works that are 
assessed each year, between 25-50 new authors join the 
Harlequin family. The Harlequin and Silhouette imprints 
acquire and develop more first-time authors than most 
publishers, maintaining a strong, diverse author base that 
is able to respond to the changing needs of the 
marketplace. 
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This year, the number of series titles that appeared on the New 
York Times bestseller list increased to two authors and three 
titles, introducing new readers to the franchise and validating 
the power and appeal of series romance. MIRA’s continued 
success in building authors is demonstrated by 11 authors 
reaching different bestseller lists for the first time, with half of 
all the original MIRA titles that were published hitting national 
bestseller lists. Harlequin’s editorial group continues to 
support a tradition of excellence, effectively selecting and 
building talent from within, as well as acquiring established 


top authors. 


Book Publishing — Overseas 
In overseas markets, operating profits in Japan returned to 
levels enjoyed before the difficulties 


encountered in 1999. 


Despite the variable European economic 


situation, there was substantial profit 3B 3 
growth in France, Spanish Language and > = 
Greece, offset by weaker than planned me el 
results in the U.K., Germany, Italy and = = 
Poland. Scandinavian and Australian S < 
earnings were less than the previous year WwW Z, 
due to the launch of a direct marketing = < 
campaign in Denmark and a retail = S 
marketing initiative in Australia; both e la 


these investments will result in higher 


earnings in 2001 and beyond. 


As indicated last year, Harlequin now has a regular bi-monthly 
publishing program in China. The organization in China has 
been strengthened and the Harlequin brand is now being 
prominently displayed in the recently developed “Book Cities” 
which are large modern retail outlets being built in many major 


population centres in China. 


The comic book format launched in Italy was a modest success 
and there is now a program in place to further develop this 
product with the intention of launching it in other countries, 


particularly in Europe in 2002. 


HARLEQUIN 


In 2001 and beyond, a major initiative will be put in place to 
further exploit the sales of single title books, which have been 
so successful in North America. In particular, an investment in 
this regard is planned for Japan and the U.K. in the latter part 
of 2001. Opportunities exist in most overseas markets and 
good results have already been achieved in France and 


Australia with single titles. 


Creativity Division 

Harlequin took an exciting step forward in 2000 with the 
formation of the Creativity Division. For more than 50 years, 
Harlequin has been providing women with compelling 
entertainment experiences. The Creativity Division will extend 
those experiences to include activity based products that 
deliver on Harlequin’s promise of 
providing wonderful experiences for a 
woman’s discretionary time that are of 
superior quality, convenient and 
attractively priced. The business units 
in the newly-formed Creativity 


Division include Brighter Vision 
Learning Adventures, Brighter Vision 
Retail, Curiosity Kits, Creativity Kits 
and Quiet Moments. 

The Creativity Division represents a 
compelling new growth opportunity 
for Harlequin and leverages many of 
Harlequin’s core competencies 
including its direct marketing 


experience, fulfillment and systems 


infrastructure and its strong relationship with women. It is 


expected that the success experienced with the Learning 
Adventures program is a model that can be replicated by 
developing other continuities that successfully fill a specific 
need for female consumers. Curiosity Kits, a Baltimore-based 
creator of children’s craft kits, acquired in 1999, brings to the 
group excellent product development capabilities which are 
already being leveraged across the newly-formed Creativity 
Division. 

The current business lines within the Creativity Division are at 
various stages of development from concept test through 


startup to established businesses, and as a group, represent a 


A 


high growth extension of Harlequin’s business model. 
Revenues of $53 million in 2000 grew 75% over the prior year. 
Future growth prospects for the Creativity Division are strong 
as business units move through their development phase and 
successful new concepts are rolled out more broadly in the 


marketplace. 


Brighter Vision Learning Adventures is a direct-to-home 
continuity program featuring products to develop the skills of 


children aged one to six years. Learning Adventures has moved 


well beyond startup phase and grew revenues by 26% to $33 
million in 2000. 


Curiosity Kits is one of the specialty retail channel's most 
innovative and respected creators and distributors of award- 
winning craft kits for children aged four to 14, In 2001, the 
company plans to expand its product range to include moms, 
babies and pre-teenage children using a series of well-defined 
sub-brands — Curious Baby, Curious Little Ones and Curious 
Girl. At the same time, the company is using its strong product 
development expertise to develop attractive continuity 
concepts for Harlequin’s core consumer. These include the 
development of Creativity Kits, Quiet Moments and other 


planned continuities. This also creates an opportunity for 


Curiosity Kits to leverage this product development in their 
specialty retail channel. In its first full year since its acquisition 


by Harlequin, revenues grew by an impressive 74% over 1999. 


Creativity Kits is a direct-to-home continuity program focussed 
. 


on providing high quality, 
interesting, and easy-to-complete 
monthly craft projects. Creativity 
Kits has completed its second year of 
scheduled for 


significant expansion in 2001. 


testing and is 


Quiet Moments is a direct-to-home continuity program 
focussed on providing women with a monthly kit of home spa 
products. Quiet Moments completed its first market test in 
2000. This program supports Harlequin’s brand position of 
providing an indulgent, affordable escape from the pressures of 


everyday life. Other continuity concepts are in development. 


HARLEQUIN 


INTERACTIVE MEDIA 


he Company's Interactive Media 
strategy of transforming its core 
competencies from a “bricks-only” 
business to a “bricks and clicks” model 
was put into action in 2000. 

The launch of eHarlequin.com and workopolis.com in early 

2000 were our major efforts in providing our customers with 

another medium through which they can interact and 


transact with our core businesses. 


Pam Laycock, 
Executive Vice-president, 
eHarlequin 


aunched on February 14th, 2000, 
eHarlequin quickly solidified its 
position as the definitive home on the 
Internet for the romance reader, and in 
The 


site met with great acceptance from 


particular, the Harlequin reader. 


| 


the Harlequin audience as 


Interactive Media revenues reached $23 million in 2000, a 
significant increase from the $9 million in sales last year. 

Operating losses for the year were $5.5 million as compared 
to the $4.0 million loss in 1999. Development spending 
amounted to nearly $31 million in 2000, divided almost 
equally between the newspaper Web businesses and 


eHarlequin. These costs were offset in part by $26 million in 


gains from our Internet investment portfolio. 


and promotion. Year-end membership of 594,000 


exceeded projections by 18%. More than 75% of these 
members have had no previous history or record on the 
Harlequin direct marketing file. Members are also younger 


than the average Harlequin reader. 


This membership generated more 
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evidenced by both site ° ee ae oe than 60 million page views for the 
performance and consumer 500 eke olee site, primarily due to audience 
feedback. The e-commerce model = 8 interest in the site’s unique online 
for eHarlequin.com is unique in 400 ae Soe > serial stories and the interactive 
the Internet marketplace in that it G 2 Bae RG : games and polls. Both of these 
pulls from the core Harlequin 5 00 | areas. are= succeeding —<in 
business a winning combination & _ @ | & © delivering considerable repeat 
of publishing expertise, strong 5 im traffic. In addition, the site has 
brand recognition, cost-effective 2 Pat 7 te delivered on its promise to be the 
direct-marketing promotion, and a F definitive source for information 
well-developed fulfillment systems. a8 i = ® on and product selection of 


main goal of 
eHarlequin.com was to attract a viable membership base 


through a combination of content, commerce, community 


INTERACTIVE MEDIA 


continually accessed more than 
300 in-depth author profiles and writing guidelines for all 


imprints and series. 


A 


Revenue from 10 months of operations in 2000 reached 
$6 million and was comprised of a combination of single 
title and continuity book sales as well as banner 
advertising. Merchandising programs centered on 
offering significant value, selection and convenience to 


the consumer. Based on fourth quarter 2000 results, 


annualized revenue from book sales and advertising 


would be $12 million. 


The focus in 2001 is on the continued development of the 


and 


eHarlequin.com membership on 


transacting 
commerce with upwards of 8% of this membership. 
Leveraging Harlequin’s unique combination of direct and 
retail marketing expertise, promotional plans are well 


under way to target this objective. By assuming direct 
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control over the technology and hosting of the site in 
late 2000, new site development has commenced in the 
areas of merchandising functionality and database 
management. In addition, the breadth of product 
offering will increase with the addition of other 
This 


combination of developments paves the way for 


publishers’ romance novels and romantic gifts. 


considerably more aggressive sales in 2001. 


In 2000, for 


development began Harlequin’s 
international sites. The goal is to develop a consistent 
look, feel and functionality for all Harlequin Internet 
sites. A network of 12 sites will be developed by the end 
of 2001, with sites for the United Kingdom, France, 


Germany and Italy completed by mid-year. 
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Bruce Annan, 
President 
Torstar Interactive Media 


Torstar Media Group continued to develop its interactive 
properties in 2000, supporting a range of Web sites through 
extensive print promotion and developing new electronic 
capabilities at Toronto Star Television. Across our wholly- 
owned and partnership Web sites, we now attract more than 
50 million page views per month. Management is committed 
to adding shareholder value from this increased reach and 
audience. 


thestar.com 

In 2000, thestar.com, the news and information Web site for 
Canada’s largest daily newspaper, deepened its relationship 
with readers and gained greater awareness locally and 
nationally. 


In January, thestar.com began 


60 
delivering up-to-the-minute news, 
4 


24-hours-a-day, breaking — stories 
online before the competition. 

In November, the site re-launched 
with a new look, generated by a third- 
XML-based publishing 
powered by Open Market 


content 


50 


40 


generation, 
system, 
Inc.’s and 
This dynamic 
database-driven architecture provides 
less constricting 
production 


development 
delivery technology. 


methods of 
publishing in 
preparation for growth and flexibility 
in the future. 
Record-breaking page views of 3.2 
million per week in November contributed to 
increase in overall traffic for the year. 
Through strategic marketing and communication initiatives, 
features and enhancements in 2000 gained local and 
national attention. By December, Media Metrix ranked 
thestar.com as the third most-visited Canadian news and 
information site in English-speaking Canada. 
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Workopolis.com 

Launched in January, 2000, Workopolis, the unique alliance 
between Globe Interactive and The Toronto Star, quickly 
became the leading Canadian provider of e-recruiting and 
job search solutions. Workopolis averages 40,000 job 
postings per day and has more unique visitors than any 
other Canadian job site, with an average of half-a-million 


INTERACTIVE MEDIA 
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per month. Additionally, Canada’s biggest job site receives 
more than five million job searches per month, and attracted 
37.5 million page views in January, 2001. At the beginning 
of 2001, the ownership was rebalanced, giving each partner 
50% ownership. Under the terms of the agreement, the 
company will pay Globe Interactive $7 million in cash and 
advertising to increase its share from 40 per cent, reflecting 
a valuation for Workopolis of $70 million. 


toronto.com 

toronto.com continues to be Canada’s leading city guide and 
local directory, providing users with in-depth content on 
Toronto and surrounding areas. toronto.com attracted 96 
million page views in 2000, an increase of 53% over 1999, 
and an average 32% more unique 
visitors per month. 

In December, Torstar and Sympatico- 
Lycos Inc. purchased Ticketmaster- 
Online Citysearch Inc.’s 10% share of 
toronto.com, giving each remaining 
partner an equal ownership share of 
50%. The decision was the result of a 
maturing business model and renewed 
focus on the objectives of all three 
parties. 


Newinhomes.com 

Late in 1999, The Toronto Star began 
marketing newinhomes.com to new 
home builders and readers of the 
paper. More than 350 or 58% of Toronto area new home 
and condo projects now pay to advertise their developments 
on newinhomes.com. The success of newinhomes.com led 
to The Hamilton Spectator launching specnewhomes.com in 
November, 2000. The Kitchener-Waterloo Record will be 
launching a similar site in early 2001. These Web sites are 
operated and hosted by New Home Buyers Network Inc., a 
subsidiary of Montana Steele Advertising Inc. 


46.8 
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Toronto Star Television and torontostartv.com 
Toronto Star Television is a 24-hour cable television station 


that reaches more than 1.4 million households in the Greater 
Toronto Area. As more large companies look beyond brand 
advertising, the direct-response channel becomes a more 


valued marketing tool and allows Torstar to build on its 


broadcasting and video production expertise. 


This year, TSTV increased its video post-production, 
animation, on-air promotion and Web casting for Torstar 
properties. A new Orad Cyber Set ™ and the ability to deliver 
video over the Internet has generated business from film and 
entertainment companies, specialty television channels, 
brokerage houses and automobile manufacturers. 


Waymoresports.com 

Launched February 6, 2001, waymoresports.com has already 
been described by industry figures as the best sports site in 
Canada. Several months in preparation, it combines 
proprietary content from Torstar Media Group’s newspapers 
with original, real-time coverage by its own staff and 
contributors, and a wide range of third-party suppliers. 
Sports is one of the most heavily consumed and most 
lucrative content areas on the Internet. A traditional area of 


strength for our newspapers, it also complements and 
supports our Fantasy Sports Services, an online fantasy 
league company. 


Other Newspaper Web Sites 

Three other members of the Torstar Daily Newspaper Group 
also offer an ever-growing range of content via the Internet. 
hamiltonspectator.com, therecord.com and cambridge- 
reporter.com increased their total page views in 2000 by 225%. 


The metroland.com Web site was updated and improved in 
2000, making it easier to find local newspaper Web sites, 
research advertising rates, determine distribution details, 
and discover printing products and features. Metroland’s 
newspaper divisions developed a variety of Internet business 
models to serve both readers and advertisers. 
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INTERACTIVE MEDIA 


Robert Steacy, 
Vice-President 
Finance 
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Certain statements in this report may constitute forward- 
looking statements. ‘Such forward-looking statements involve 
risks, uncertainties and other factors which may cause actual 
results, performance or achievements of the company to be 
materially different from any future results, performance or 
achievements expressed or implied by such forward-looking 


statements. 


BUSINESS OF THE CORPORATION 

The principal activities of Torstar are the publication of 
newspapers, romance fiction and their related Internet 
activities. Torstar reports its operations in three segments — 


Newspapers, Book Publishing, and Interactive Media. 


Consolidated Operating Results 
Earnings per share from continuing operations before 
amortization of goodwill rose 6.3% versus 1999. This increase 
was due to growth in operating profits for both Newspapers and 
Book Publishing and reduced income tax expense, offset by 
higher interest expense. 


Consolidated results are summarized in the following table. 


PER SHARE AMOUNTS 2000 1999 


Income from continuing operations 
before amortization of goodwill 


Income from continuing operations 
Net income 


Revenues grew to $1,445 million in 2000 up $94 million from 
$1,351 million 1999. The Newspaper segment provided $77 
million of this growth, a 10% increase from 1999. 

The 2000 results include an unusual loss of $1.6 million. This 
loss is the combination of restructuring and severance costs in 
the Newspaper segment partially offset by a gain on the sale of 
the One Yonge Street site. 

Income from continuing operations before the amortization of 
goodwill rose to $101 million in 2000 from $95 million in 1999. 


MANAGEMENT'S DISCUSSION 


The amortization of goodwill, net of tax, rose to $17 million in 
2000 from $14 million in 1999 reflecting a full year of 
ownership of the Regional Dailies. Losses from discontinued 
operations were $48 million in 2000 compared to income of $4 
million in 1999. Net income was $36 million in 2000 compared 
to a net income of $85 million in 1999. 

In late 2000, Torstar announced its intention to sell the 
education operations, Frank Schaffer Publications, Tom Snyder 
and Delta Children’s 
Supplementary Education Publishing (“CSEP”) segment. The 
results of these operations have been accounted for as a 


Productions Education, of its 


discontinued operation including the restatement of 1999 
results. 

The company will retain the consumer-oriented assets of CSEP, 
Learning Adventures direct-to-home business and Curiosity 
Kits. 


created Creativity Division, which includes direct-to-home 


These businesses will be rolled into Harlequin’s newly 


projects such as its craft program, Creativity Kits, and its 


women’s lifestyle continuity program, Quiet Moments. 


NEWSPAPERS 

The Newspaper segment includes the operations of The Toronto 
Star, the Regional Dailies (The Hamilton Spectator, the 
Kitchener-Waterloo Record, the Guelph Mercury and the 
Cambridge Reporter), Metroland Printing, Publishing & 
Distributing and the Business Ventures Division (the Sing Tao 
dailies, Today, Real Estate News and eye Weekly). 

This segment provides Torstar with extensive coverage in the 
Southern Ontario region. The combination of the daily 
newspapers and Metroland’s community newspapers provides 
advertisers with a wide variety of options for placing ads 
regionally or within a specific area or neighbourhood. Readers 
within the region have a choice of Torstar newspapers to read 
and in many cases they are reading more than one. 

Revenues for the segment increased 10% from $766 in 1999 to 
$843 in 2000. Of the total, about 2% of this growth arises from 
the two additional months of ownership of the Regional Dailies 


(acquired March 1, 1999). Operating profit for the segment 
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increased from $108 million in 1999 to $112 million in 2000 
despite a $15 million increase in newsprint pricing, startup 
losses from Today and higher depreciation. 


Details (thousands of dollars) are set out in the table below. 


1% 22.6% N/A 13.3%. 


24.3% 


N/A 18.8% 
1999 
Operating revenue $401,950 $112,252 $229,480 $22,035 $765,717 
Operating profit 34,352 22,071 49,273 2,140 107,836 
Depreciation 32,272 3,602 4,045 1,135 41,054 
Segment cash flow $66,624 $25,673 $53,318 $3,275 $148,890 
Return on revenue: 
operating profit 8.5% 19.7% 21.5% 9.7% 14.1% 
¢ segment cash flow 16.6% 22.9% 23.2% 14.9% 19.4% 


_ 2001 will be a challenging year for the Newspaper segment. 
This segment’s results will depend on a number of factors 
including newspaper competition, the economic outlook for 
southern Ontario, newsprint prices and labour costs. 

Two and a quarter years after the launch of the National Post, 
the competitive landscape continues to evolve. The Toronto 
market has four daily newspapers and three new commuter 
products which were launched in 2000. 

The Newspaper results are affected by the economic situation 
in Southern Ontario. While economic growth was strong 
through 2000, lower growth is anticipated for 2001. Recent 
economic reports indicate that the United States may be 
heading into a recession. If the U.S. economy does enter into 
a recession, it is likely to adversely affect the Southern Ontario 
economy and newspaper earnings. 

Newsprint costs will be a significant factor to this segment in 
2001. Following two price increases in 2000, there is a further 
increase anticipated in the spring of 2001. Based on 2000 
estimated consumption of 160,000 tonnes for the Newspaper 
segment, a $10 per tonne change in the price of newsprint 
affects operating profits by $1.6 million. 

Metroland has reached agreements with its two main unions 
for labour contracts covering roughly 175 unionized workers 
that will be in place through the end of 2003 and 2004. The 
Toronto Star’s collective bargaining agreements will expire at 


the end of 2001. The Regional Dailies have four agreements 


covering approximately 400 employees that will expire in 
2003 and negotiations are currently underway for four other 
agreements that cover approximately 300 employees. 

Carriers of The Toronto Star have always been considered by 
the company to be self-employed, independent contractors. As 
a result of an application by The Toronto Star’s largest union, 
the Ontario Labour Relations Board ruled on February 2, 2001 
that the carriers are dependent contractors of The Toronto Star. 
The Toronto Star commenced collective bargaining with the 
Guild in February 2001 for a first contract with the carriers. 
The Guild will be in a legal strike position on March 17, 2001. 
The Toronto Star will continue to work hard to avoid this 
situation, but in the event of a strike, it intends to continue to 
publish and distribute the newspaper. 

Barring a downturn in the Southern Ontario economy in 2001, 
the Newspaper segment is expected to produce a slight 
increase in operating profits with increased revenues being 


offset by the anticipated increases in newsprint costs. 


The Toronto Star 

Operating profit was maintained at $34 million in 2000. 
Higher revenues ($21 million) were offset by increases in 
newsprint ($13 million), labour costs and depreciation. The 
newsprint cost increase was a combination of price increases 
($11 million) and increased consumption ($2 million). 
Revenue improvements were driven by an increase of $22 
million (7%) in advertising revenue over 1999. In 2000, The 
Star benefited from the completion of the colour expansion 
project, a strong sales effort and a good economy. 

In the face of the continuing pressures of the newspaper war, 
R.O.P. advertising lineage was up 4.2% over 1999 and rates 
increased an average of 3.1%. The colour expansion 
contributed significantly to the results. R.O.P. lineage growth 
in 2000 was led by National, which grew by 15.6% over 1999. 
This growth in National advertising is a continuation of its 
upward trend since the mid-nineties. Retail and Travel 
categories also showed strong year over year growth. 

During 2000, The Star felt continuing pressures on net rates 
per copy sold due to the continuing shift to a higher 
percentage of paid circulation being generated by corporate 
sales. The Star was able to maintain its circulation during 
2000 with only slightly lower circulation revenues of $66 
million which was $1 million less than in 1999. 

The Star made the decision to discontinue its Total Market 
This is 


expected to improve operating results of The Star and 


Coverage program effective December 31, 2000. 


Metroland operating results in 2001. 
The intention in 2001 is to capitalize on The Star’s dominant 
market position, comparative mass reach advantage and 


unduplicated readership to grow advertising revenues through 
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rate increases. More than two thirds of Star readers are 
exclusive, more than all other Toronto dailies combined. This 
exclusive readership will allow The Star to protect its core 
revenue base in the midst of a competitive advertising market. 
The Star will also utilize its competitive colour capacity 
advantage in its battle for advertising revenues. The Star's 
colour expansion project, from 28 to 48 pages of colour, was 
fully completed in the first quarter of 2000. Colour enhances 
the editorial appeal of the paper and adds to the effectiveness 
of R.O.P. advertising. This increases the attractiveness of the 
paper as an advertising medium allowing for the charging of 
higher line rates for colour ads. 

Achieving circulation/readership objectives while maintaining 
circulation revenues will be a challenge for The Star in 2001. 
The competitive nature of the marketplace will require more 
creative ways of getting the newspaper into the readers’ hands. 
In January 2001, The Toronto Star announced its intention to 
outsource the management of its home delivery distribution in 
the Greater Toronto Area. Some single copy functions, 
including merchandising and administration will also be 
outsourced as part of this change. The decision will enable The 
Star to focus on its core business and reduce distribution costs 
by more than 50 percent, resulting in a savings of 
approximately $6 million a year. The costs to be incurred for 
this restructuring of approximately $26 million have been 
provided for as an unusual item in Torstar’s results for the 
fourth quarter of 2000. The implementation of this decision is 
subject to discussions with The Toronto Star’s largest union 


regarding any possible alternatives. 


Regional Dailies 

Torstar has now owned the Regional Dailies (consisting of The 
Hamilton Spectator, Kitchener-Waterloo Record, Guelph 
Mercury and Cambridge Reporter) for 22 months. In July 
2000, the operations of the Record, Mercury and Reporter were 
integrated as the “Tri-City” operation in order to leverage the 
best management skills and the regional infrastructure. 
Revenues for the full year 2000 increased to $136 million from 
$112 million during the 10 months of ownership in 1999. The 
centralized selling of National/Multi-market accounts was in 
its first full year of operations in 2000 and the results exceeded 
expectations. 

Operating profits were maintained at $22 million in 2000. 
Higher newsprint costs, start-up costs associated with the new 


printing arrangements for the Kitchener paper and higher 
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regional operating costs offset the revenue increase. 

The relocation of the printing of The Kitchener-Waterloo 
Record from Kitchener to The Toronto Star’s Press Facility in 
Vaughan was completed during the year. In conjunction with 
the relocation, a $4 million investment was made in a new 
mailing room facility in Kitchener. The move had some 
negative impact on 2000 results due to operation disruptions 
but in 2001 onward The Record will benefit from a redesigned 
paper that has the colour advantage of being printed in 
Vaughan as well as an improvement in quality. 

In 2001, The Hamilton Spectator and the Tri-City papers should 
continue to benefit from centralized selling of national and 
regional advertising. This increase in advertising revenues 
should offset the increased newsprint and other operating costs 
in 2001. 


Metroland 
Metroland again recorded record profits in 2000. Earnings 
reached $58 million, some $9 million or 18% higher than the 
$49 million reported in 1999. Revenues reached $258 million, 
up $28 million from the previous year. 

Metroland continues to show strong linage growth year over 
year. In 2000, linage grew almost 12% year over year with 
acquisitions and new products accounting for 7% of the 
increase. The purchase of the distribution rights from 
Transcontinental in late 1999 helped Metroland reach record 
distribution numbers with almost 1.7 billion pieces distributed 
in 2000. 

Metroland’s operating costs increased by $19 million in 2000 
to $199 million. 


growth in revenues and acquisitions during the year. 


The increases in costs correspond to the 


Metroland has doubled its number of newspapers over the last 
five years by adding small community newspapers in outlying 
areas to its core group of larger newspapers around the GTA. 
Currently it has 69 newspapers, which publish 118 editions. 
During 2000, Metroland added 13 newspapers by purchasing 
eleven and starting two. The largest acquisition was the assets 
of Citizens Communication Group, which included seven 
newspapers and a printing plant. Where appropriate, new 


acquisitions are integrated with Méetroland’s existing 


newspapers providing improved efficiencies. This unique 
business model at Metroland, with the focus on local markets, 
allows the company to experiment with new editions, sections 
and related products with minimum investment and limited 


risk. 


Every two years the company conducts a major research study 
of the markets served by Metroland newspapers. The last 
study, completed in 1999, confirmed that 78% of the 2.8 
million adults who read a Metroland newspaper in the previous 
week claim their Metroland newspaper is the, “best source of 
local information available to me”. 

At the beginning of January 2001, Metroland completed the 
acquisition of Q.E. Web Printing Ltd. Q.E. Web currently prints 
several Metroland papers in addition to its third party 
commercial printing. This acquisition will provide synergies as 
more Metroland papers can be printed internally. 

The prospects for Metroland continue to be good through 
2001. Advertising revenues are expected to increase through 
both linage and rate increases. Distribution revenues will also 
increase in 2001 mainly due to The Toronto Star’s decision to 
discontinue its Total Market Coverage program at the end of 
December 2000. 


Business Ventures 

Business Ventures consists of the operations of the Sing Tao 
dailies, Today, Real Estate News and eye Weekly. 

Revenue for the group was just under $26 million in 2000, up 
almost $4 million from the previous year. This division 
reported an operating loss of $2.6 million in 2000 compared to 
an operating profit of $2.1 million in 1999. This decrease 
relates primarily to the startup casts of Today. 

Sing Tao is a leading Chinese language publisher. The Star 
owns approximately 50% of the Sing Tao Canadian Media 
Group. In February 2000, Sing Tao launched the Taiwan Daily, 
a Chinese language newspaper directed at the Taiwanese 
market in Vancouver. The Sing Tao operations in Toronto have 
recently been unionized and are currently negotiating their 
first contract. 

Today, one of three free commuter tabloid newspapers 
available in the GTA, was launched on June 29, 2000. 185,000 
copies of Today are distributed through 2,500 boxes and racks 
throughout the GTA on a daily basis. For 2001, Today will 
continue to compete for readership in the GIA commuter 
market. 

Real Estate News is a wholly owned niche publication 
specializing in real estate within the GTA, Kitchener-Waterloo 
and Stratford areas. 

eye Weekly is a weekly arts and entertainment tabloid 
published in the GTA. eye Weekly will acquire colour 
advantage when it relocates its printing to Vaughan in the first 
quarter of 2001. This will assist eye Weekly to compete for 


advertising revenues in its market. 
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Operating results in 2001 are expected to be in line with 2000 
results. Revenue growth throughout the group will be offset 
by anticipated higher newsprint costs and 12 months of 


operations for Today. 


BOOK PUBLISHING 

The Book Publishing segment consists of the book publishing 
operations of Harlequin Enterprises Limited, the world’s largest 
publisher of series romance fiction, as well as its newly 
In 2000, Harlequin sold 


approximately 153 million books in 26 languages in 94 


established Creativity Division. 


international markets. The book business is comprised of three 
divisions: North America Direct Marketing, North America 
Retail Marketing and Overseas. 

2000 Book Publishing operating profits were $102 million, up 
$14 million from 1999. North American results were up $17 
million due to higher single title sales, price increases, lower 
promotion expenses and lower new product development 
costs. Overseas profits fell $3 million to $33 million as the 
return of the Japanese business to pre 1999 levels was more 
than offset by unfavourable exchange rate movements, 
declines in several markets, (most notably in the U.K.), and 
increased new business development costs. The 1999 results 
have been restated to include the Creativity operations that 


had previously been included with the CSEP segment. 


Details (thousands of dollars) are set out in the table below. 


2000 1999 

Operating revenue $577,013 
Operating profit 88,207 
Depreciation and 
amortization of intangibles 6,512 
Segment cash flow $94,719 
Return on revenue: 
e operating profit 15.3% 
e segment cash flow 16.4% 
Books sold (thousands) 
e North America 77,300 
e Overseas 81,100 

158,400 


Operating revenue increased by $2 million in 2000 to $579 
million. North America revenues were up $25 million, with 
The North America 
increase came from Retail Marketing and the Creativity 


2000 revenues reaching $382 million. 
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Division, with Direct Marketing revenues down by 7%. 
Overseas revenues decreased by $23 million due in part to 
unfavourable exchange rates. 

Harlequin continues to dominate the series romance fiction 
market. It publishes globally under the imprints of Harlequin, 
Silhouette and Mills & Boon. Since 1994, Harlequin has been 
building a mainstream single title romance fiction program under 
the MIRA imprint. 

In 2001, Harlequin will face increased costs for paper, U.S. 
postage and freight. Focus will be placed on development of 
single title programs worldwide, lowering return rates, and 
reducing promotion spending while maintaining reader service 
membership levels. It is expected that revenue growth will 
more than offset increased costs and that the Book Publishing 
segment will report higher operating profits in 2001. 

Total 2001 development spending is expected to be $10.1 
million, $3.4 million lower than the $13.5 million spent in 
2000. This reflects the disposal of the Newsletter business 
partially offset by a substantial marketing campaign to launch 
MIRA in Japan and development of new product lines for the 


North American book business and the Creativity Division. 


North America Direct Marketing 

North America Direct Marketing volumes are lower than in 
1999 due to fewer reader service customers at the beginning of 
2000 and more focussed new member acquisition programs 
during the year. However, price increases and advertising and 
promotion savings in addition to improved customer retention 
and payment rates more than offset the volume declines. 

In the fall of 2000, a “non-sweeps” promotion package was 
introduced by North America Direct Marketing to recruit new 
members. The new package produces lower response rates, but 
is less costly and attracts a better performing customer with a 
better payment and retention profile. As a result, future profits 
should improve. 

In 2001, North America Direct Marketing will continue to 
develop loyalty and customer service initiatives aimed at 
improving customer retention and addressing issues identified 
through customer research in 2000. North America Direct 
Marketing will also continue to build membership in programs 


for Inspirational and Spanish language books. 


North America Retail Marketing 

In North America Retail Marketing, higher single title sales and 
January 2000 price increases across most series titles produced 
a profit improvement of $12 million over 1999. 

During 2000, nine titles, including those by Nora Roberts, 
Debbie Macomber, Sandra Brown and Linda Howard, appeared 
on the New York Times best seller list for a record 37 weeks. 


North America Retail Marketing’s objectives for 2001 are to 
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expand the single title program, reduce return rates for the 
core series romance business and test the potential for 
electronic books. 

To strengthen the core business, there will be increased 
advertising aimed at the 18 to 34 year old segment of the 
market and an expansion of in-store merchandising programs 
to capture impulse purchases. A new series, - “Harlequin 
Blaze”, - will be launched in 2001. 

The single title program will be expanded through the 
publication of more than double the number of trade-sized 
paperbacks and hardcover titles in 2001 over 2000. 

Harlequin has entered into agreements testing their books in 
eBook distribution. Harlequin will be monitoring the results of 
these tests as well as the evolving state of the industry. This 


program is not expected to contribute to profits in 2001. 


Overseas 

Japan recovered from its poor performance in 1999. However, 
these gains were offset by reductions in operating profits in 
several markets including the U.K., Poland and Australia. In 
the U.K., Direct Marketing suffered volume declines due to an 
erosion in membership, which arose partly from a deterioration 
Changes in the 
promotional offers are currently being tested. Retail results 


in the availability of quality mailing lists. 


were also down, due largely to transition issues within the 
distribution network. Poland’s reduced results versus 1999 
reflect promotional investment in a relaunch of the product in 
2000 as well as increased production costs. Declines in 
operating profits in Australia were largely due to investment 
spending that should result in higher earnings in 2001 and 
beyond. 

For 2001, Overseas Retail Marketing efforts will continue to 
focus on the leverage of the “Lady in the Bath” promotion. 
This campaign will continue throughout major European 
countries. A new TV commercial that was produced in 2000 
will be used in Australia, Scandinavia and the Czech Republic 
in 2001. 

Harlequin will continue to invest in developing its interests 
and associations in China. In 2001, Harlequin will expand 
upon its 2000 launch with its new partner Cloth Tiger. A strong 
local team will focus on increasing awareness and sales 
through the development of marketing programs, expanding 
distribution and improving product offerings. 

One of Harlequin’s opportunities for revenue growth is from 
introducing successful local Harlequin products into other 
Harlequin markets. In 2001, a single title program will be 
launched in Japan. Modernization of covers with the use of 
photographs and contemporary designs will be rolled out to 
several overseas countries. 
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Creativity Division 

This new division, which was established to create activity-based 
products for women and children, includes the 2000 results of 
Learning Adventures, Curiosity Kits, (both previously included 
with the CSEP segment) and the non-book continuity programs 
developed by Harlequin. Revenues for 2000 were $53 million in 
2000, up $23 million from 1999. 


The Creativity Division anticipates significant revenue growth 
from the established Learning Adventures and Curiosity Kits 
businesses. Operating income from these two businesses will be 
used to fund development spending in the non-book continuity 
programs and other new ventures. 

Learning Adventures, an internally developed business, provides 
children’s education products in a direct-to-home continuity 
format. Revenue grew 26% and operating profit grew 39% in 
2000 due to higher shipment volumes and better margins than in 
1999: 

In 2001, Learning Adventures will continue to see revenue growth 
from larger mail volumes. Increased operating profits will also be 
During 2001, 


Learning Adventures will invest in new product initiatives that are 


driven by product cost savings during the year. 


geared towards additional age groups of young children. 
Curiosity Kits, an award winning creator of hands-on activities for 
adults and children, was acquired by Harlequin in late 1999. 
During 2000, Curiosity Kits generated revenue of $12 million in 
sales driving operating profit to a record level. The company is a 
key product development source for Learning Adventures and 
created all of the product for Harlequin’s non-book continuity 
programs. Sales growth combined with savings from improved 
material sourcing is anticipated to more than offset increases in 
operating expenses. Harlequin has been testing several non-book 
continuity programs during 2000 including Creativity Kits 
(original craft activity kits) and Quiet Moments (highly appealing 
personal spa and relaxation kits). The Creativity Kits continuity 
program will further develop its membership file in 2001 with 
membership acquisition being the main focus. The Quiet Moments 
continuity program will continue to be tested in 2001. The focus 
will be on expanding mail volumes and refining the product 
offerings to improve margins. Additional continuity programs 
including Creative Gardener will be explored in 2001. 


INTERACTIVE MEDIA 

The Interactive Media segment includes Torstar’s various web- 
based businesses, Toronto Star Television (“TSTV”) and Torstar’s 
portfolio of Internet-related investments. This segment is Torstar’s 
response to the growing competition posed by the Internet to our 
traditional businesses. | Newspapers, particularly classified 
advertising, could be susceptible to migration to the web. 

The overall 2000 operating results for this segment is a loss of $5 


million. The gains realized on portfolio investments have been 
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used to fund the start-up costs in the web-based business. Write- 
downs have been made on portfolio investments that have had an 
other than temporary decline in value. 

Details (thousands of dollars) are set out in the table below. 


52000) 1999 


Operating revenue 
Operating losses before 
portfolio transactions 

Realized portfolio gains 


(net of write-downs) 


Operating losses (4,009) 
Depreciation 1,365 
Segment cash flow ($3,057) — ($2,644) 


In 2001, gross revenues should continue to increase but operating 
losses will still be generated by the web-based businesses. 
Operating losses before portfolio transactions are expected to be 
lower in 2001 with decreases in eHarlequin being partially offset 
by increased spending by the media businesses. During 2001, a 
portion of the investment portfolio will be sold, with the expected 
gains being used as an offset to the operating losses. Given the 
recent volatility in Internet stocks, it is difficult to predict how 
complete the offset will be. 

eHarlequin was launched in February 2000. During the year 
substantial costs were incurred for the development of the site and 
the acquisition of members. Revenues reached $6 million during 
2000. This site is generating approximately 7 million page views 
per month. Membership reached 594,000 in approximately 10 
months of operations and is targeted to increase to one million in 
2001. 

For 2001, the focus will be on continuing to acquire members and 
on converting members to buyers. Operating expenses will 
continue at the same levels as 2000 with the improvements in 
operating results coming from increased book sales and 
advertising revenues. 

The eHarlequin concept will be used in developing local sites for 
several of Harlequin’s overseas operations during 2001. The goal 
is to have a consistent look, feel and functionality for all 
Harlequin Internet sites. 

Newspaper-related Interactive Media businesses will continue to 
expand in 2001 and it is expected that revenue gains will be offset 
by cost increases associated with new product offerings. 
thestar.com is responsible for the Internet presentation of The 
Toronto Star, the Regional Dailies and Metroland’s community 
newspapers. Increased breadth and 7/24-news gathering and 
publishing at thestar.com occurred during 2000 with the site now 


attracting over 15 million page views per month. In 2001, the 
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focus will be on expanding the on-line presence for the Regional 
Dailies and Metroland community papers. A new sports portal, 
waymoresports.com was launched in February 2001 with the 
goal of becoming the definitive online sports destination in 
Southern Ontario. 

Workopolis.com launched in late January 2000 as a partnership 
between Torstar (40%) and Thomson Canada Limited (60%). 
The power of The Toronto Star drove traffic to the site allowing 


the venture to improve on revenue expectations. Product 
enhancements were made throughout 2000 and the site was 
chosen as one the top 25 e-businesses in Canada. This site 


generated approximately 37 million page views in January 2001. 
In early 2001, Torstar increased its ownership in Workopolis.com 
to 50%. Workopolis.com will focus on enhancing its core job 
posting and resume database products in 2001. It will also 
develop several new products, including automated screening 
tools and virtual career fairs, which will further increase gross 
revenues and improve operating results. 

Torstar owns 50% of toronto.com, an online service to provide 
information about restaurants, entertainment, retail 
establishments, community events and other services pertaining 
to the geographic region in which The Toronto Star and most of 
the Metroland papers are distributed. During 2000, toronto.com 
was able to grow its revenues while keeping costs under tight 
control. The site generated over 10 million page views in 
January 2001. In 2001, the focus will be aimed at increasing 
revenues through improved services and offerings for customers. 
This should result in improved operating results in 2001 over 
2000. 

TSTV continues to perform well. Revenues grew by 26% and 
operating profits were up 53% in 2000. In 2001, rate increases 
will improve direct response advertising revenues. Operating 
expenses will increase over 2000 as this division explores new 
business opportunities. 

During 2000, gains were realized on Torstar’s portfolio 
investments in Digital Think and Quack.com. These gains, 
reduced by write-downs on other portfolio investments, offset 
most of the operating losses of the web-based businesses. During 
2001, more of the investment portfolio will be sold, with the 


expected gains being used as an offset to the operating losses. 


ASSOCIATED BUSINESS 

Torstar owns approximately 37% of ITI Education Corporation. 
This company, listed on The Toronto Stock Exchange, is in the 
business of providing postgraduate information technology- 
related educational training. ITI currently has seven schools in 
Canada and three in the United States. 
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Torstar’s share of ITI’s losses amounted to $6.2 million, up from 
$5.5 million in 1999. The increase is due mainly to a dilution 
loss arising from an ITI share issue during 2000. Torstar’s 
ownership interest dropped from 41% to 37% as a result of that 
issue. 

Enrollment for the first two programs for the 2001 fiscal year are 
up almost 20% over 2000 which will result in increases in 
revenues. As no expansion is planned for 2001, costs are 
expected be lower and operating results should show significant 
improvement. 

In February 2001, Torstar provided a $5 million one-year term 
loan facility to ITI, which is convertible at Torstar’s option into 
common shares of ITI. Torstar could receive up to an additional 


10% equity interest in ITI pursuant to these loan arrangements. 


INTEREST EXPENSE 

Interest expense increased by $9 million in 2000 to $41 million. 
This increase reflects a full-year of debt related to the acquisition 
of the Regional Dailies (acquired March 1, 1999) and increases 
in interest rates. 

Torstar’s effective borrowing rate for 2000 was 6.5% up from the 
5.7% cost of funds for 1999. 


FOREIGN EXCHANGE 

With 39% of operating revenues generated from non-Canadian 
sources, exchange rates are an important factor influencing the 
profitability of the company. Although Torstar operates in many 
different currencies, the CAD/US exchange rate is the key 
relationship. The company has taken steps to establish the 
following exchange rates on the majority of its 2001 estimated 
U.S. cash flows and a portion of its 2002 estimated U.S. cash 
flows. These rates are favourable compared to the 2000 average 
exchange rate of 1.47 CAD/US. 


Exchange Rate Range 
(minimum - maximum) 
151 = 1.58 

D5 


2001 
2002 


Further details are contained in Note 13 of Torstar’s consolidated 
financial statements. 


ACCOUNTING CHANGES 

The company has adopted the CICA’s new accounting standards 
for employee future benefits effective January 1, 2000. The 
retroactive application of this new standard, without restatement 
of prior year financial statements, resulted in a negative after- 
tax adjustment to January 1, 2000 opening retained earnings of 
approximately $26 million. 
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The company also adopted the CICA’s new accouinting for income 
taxes effective January 1, 2000. The retroactive application of this 
new standard, without restatement of prior year financial 
statements, resulted in a positive adjustment to January 1, 2000 
opening retained earnings of approximately $8 million. 


LIQUIDITY AND CAPITAL RESOURCES 


Cash and cash equivalents net of bank overdraft rose by $10 
million over the course of 2000 to $30 million. Continuing 
operating activities provided cash of $185 million during the year 
while the operating activities of discontinued operations used 
cash of $9 million. 

Investing activities by continuing operations during 2000 
included $37 million for acquisitions and $55 million for capital 
expenditures. The sale of land and a building provided $45 
million of cash while other items provided $8 million. 
Discontinued operations used $23 million of cash in its investing 
activities. 

Net cash was used in financing activities for debt repayment of 
$65 million, dividends of $43 million and $4 million to 
repurchase Class B shares by way of a normal course issuer bid. 
Net cash of $7 million was provided in financing activities 
through the exercise of stock options and other items. 

Capital expenditures in 2001 will decrease to approximately $40 
million versus the $55 million spent on continuing operations in 
2000. 
integrated software system for advertising, production and billing 
for The Toronto Star. 


Roughly 44% of Torstar debt is denominated in U.S. dollars. This 


Major projects include the ongoing investment in an 


is consistent with the company’s policy of matching the 
denomination of debt, wherever possible, to the currency of 
operating assets. This matching provides a hedge against foreign 
exchange movements. 

It is the company’s intention to use the proceeds from the 
anticipated sale of the education operations from the CSEP 
segment to repay debt. This will include repayment of the $100 
million current portion of its long-term debt. Should there be a 
deferral of the closing of the sale, the company has available and 
unused credit facilities to cover the repayments. 

Approximately 90% of Torstar’s debt is at variable interest rates. 
The December 31, 2000 effective interest rate on all borrowings 
was 6.6%, up from the 5.8% for 1999. 

At December 31, 2000 the company had cash and cash 
equivalents net of bank overdraft of $30 million and unused 
credit facilities of $211 million. Cash balances, operating cash 


flow, existing credit facilities and the borrowing capacity of the 
e to cover forecasted 


A 


company are considered to be adequat 


financing requirements. 


1999 Quarter Ended 


(Thousands of $ except per share amounts) 


March 31 June30 #Sept.30 Dec. 31 


Revenue $305,888 $340,866 $330,526 $374,096 
Income from 
continuing operations 


before amortization of 


goodwill 23,819 25,399 ” 15,403 30,174 
Income from 

continuing operations 21,259 21,686 11,615 26,260 
Net income 20,570 20,839 18,636 24,922 
Per Class A voting and Class B non-voting share 

Income from 

continuing operations 

before amortization of 

goodwill $0.32 $0.34 $0.21 $0.40 
Income from 

continuing operations 0.28 0.29 0.16 0.35 
Income from 

continuing operations 

(fully diluted) 0.28 0.28 0.16 0.34 
Net income 0.28 0.28 0.25 0.33 
Net income (fully diluted) 0.27 0.27 0.24 0.33 


MANAGEMENT'S DISCUSSION 
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MANAGEMENT'S REPORT ON RESPONSIBILITY FOR FINANCIAL REPORTING 

Management is responsible for preparation of the consolidated financial statements, notes hereto, and other financial 
information contained in this annual report. The financial statements have been prepared in conformity with 
Canadian generally accepted accounting principles using the best estimates and judgments of management, where 
appropriate. Information presented elsewhere in this annual report is consistent with that in the financial statements. 
Management is also responsible for maintaining a system of internal control designed to provide reasonable 
assurance that assets are safeguarded and that accounting systems provide timely, accurate and reliable information. 


The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial reporting 
and internal control. The Board is assisted in exercising its responsibilities by the Audit Committee of the Board. 
The Committee meets quarterly with management and the internal and external auditors to satisfy itself that 
management's responsibilities are properly discharged, and to discuss accounting and auditing matters. The 
Committee reviews the consolidated financial statements and recommends approval of the consolidated financial 
statements to the Board. 


The internal and external auditors have full and unrestricted access to the Audit Committee to discuss their audits 
and their related findings as to the integrity of the financial reporting process. 


David A. Galloway, Robert J. Steacy, 
President and Chief Executive Officer Vice-President, Finance 
February 23, 2001 


AUDITORS’ REPORT TO THE SHAREHOLDERS OF TORSTAR CORPORATION 
We have audited the consolidated balance sheets of Torstar Corporation as at December 31, 2000 and 1999 and the 
consolidated statements of income, retained earnings and cash flow for the years then ended. These financial 


statements are the responsibility of the company’s management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 
of the company as at December 31, 2000 and 1999 and the results of its operations and its cash flow for the years 
then ended in accordance with Canadian generally accepted accounting principles. 


Toronto, Ontario ERNST & YOUNG LLP 
February 23, 2001 Chartered Accountants 


BALANCE SHEETS 


999 (NOTE 14) 


(thousands of dollars) 


Assets 2000 1999 
Current 
Bacmeandacastrequivalents 0.00.6... cccceseecdsessesseseilecteseecieitte Jo Di ee $32,567 
Cael) GON) (6s) EE ———— rs 214,060 
NG TIGUIGS oo. ener. Oi 38,678 
Pepe at CXPEUSCS cc ccc es ce vee s spina d ckbonyenssccieaudarannene dus svayeotisi +... ir OSS ier TIONG 
mrmure imeome tax assets (note 10) 22.00.6000. conc cvccc bocce deccccvescec.... eee SEAGATE RRR PE ca once ox, le 18,093 
Discontinued operations (note 14) ............0..0.cccseeceeeeseeeeee es rr LOO: roe 82,515 
ie) UTTT SN GSS ge er OR I cx cueacslevetssordacorn oasis reared 465,129 
Property, plant and equipment (net) (note 4) .............................. Bee LO 26 ere 440,673 
iavestment in associated business (note 5) ............0.........0......... Sees DOWGIG RE occ ccc cecedecuscsecshewes 35,293 
Goodwill and other assets (note 6) ...............ccccccccsccccncsvereeen sss. eS SOS ee 556,149 
boure imcome tax assets (note 10) ........-... 0.650. c6cccc cece cece se ees Ce nas 63,578 
Miscontinued operations (note 14) .............0c:cceccsse es eee eects O40 ere 165,580 
Total ASS CLS a oy ts kan ucegelohs wade wh wale 4 ona aes Lone ee SS) ie $1,726,402 
Liabilities and Shareholders’ Equity 
Current 
Csclt Cate re. os: i —_—_ ee $12,135 
mecounts payable and accrued liabilities ...........2..cceceee de LOSS: i — rere een 207,888 
COIN 1b 01) eee REET CS a are reer 36,303 
eurrent portion of long-term debt {note 7) ..................:.:ee es Se 100,000 
Discontinued operations (mote 14) ............00...00:cccc eee ester eters eee, BIRT see ft 5 6248 
BGI LET MADILLELES pac cer sce foals eng nee ye when Pasian pot nn aca eelin nan bon UE Seo 50m 
Monme-term debt (MOte 7) ......0...... cence eect ene eens WC US re 649,712 
Future income tax liabilities (note 10) .................0... cece eee eee ee eS 0. a ern 83,998 
Other liabilities (note 8) ..............6..... 06 eee ere I (0 ere 13,104 
Discontinued operations (note 14) .............:::ccceeeee etter ewes sees BURG Co) 13,450 
Shareholders’ equity 
Bitare capital (MOte 9)... ee ee ees cer eS >, err 281,664 
“CLAIIARGIECE gold) or cree nc CO 398,986 
Foreign currency translation adjustment ...............:0..::eeeeeeeee de se eee: DE ajc iboxcsesearr Ogee ne ese A ee 3,538 
Be ea cco ochre ea ect hs cee aa Bee eee eee oe 684,188 
Total liabilities and shareholders’ equity ............-...:::::sssreeeeeee ee aes So $1,726,402 


(See accompanying notes) 


ON BEHALF OF THE BOARD 


oun Re Evans, 
Director 


Edward L. Donegan, 


Director 
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CONSOLIDATED STATEMENTS OF INCOME 


YEARS ENDED DECEMBER Ot: 2000 AND 1999 (NOTE 14) 


(thousands of dollars) 2000 1 999 
Operating revenue. a.cisk.ccut. ou hcg ae ee ee be ie $1,351,376 
Operating profit 
N@WSPaAPelS .. o5e Shs asees sufitee petaietnn coe sooner eee ee ae Se nee So) i —_ re $107,836 
Book publishing. ...c.04..Jacwer sinies keen eee ee eae HO S00) es 88,207 
Interactive media scscens acces ois Seeks vO ee | ae cere (4,009) 
Corporates ccicsncarens Ohaeeiss SG uQen Sen cats hee ae et eee “ear erees e aee he (6,708) 
gs hein Becslen cqaccynrere tnd oes uoves lo Rito uiisitn bE ee ee BEG ORES ccc cen eds e sewers one ed O5, 320 

Interest (note *7(f)) ccc essen cs neat sleet ee EERE PERS Brean (32,170) 
Foreign exchange viscosa cnenus coe votes ae oer Ce RI 5.51. .Ssbe sdnd ocioecan seee ane 55 
Unusual items (note 15) 20... (1,600) 
Income before taxes: be ele) ae cenech er Se ee eee (BASS) ee rete 5B Ail 
Income and other taxes (note:10)\2.7--5 5 ee ee Le” ie emer n (52,900) 
Income before loss of associated business ...............--0se.0e0.0+ ++ 2s se Se OES) i ———— er 100,311 
Loss of associated business 3.5.2 2.2 eee eee CE eo o'nsice toe Syren Cee (5,516) 
Income from continuing operations before 

amortization of goodwill. ...........c...c.cccccceesceheeetttsee reste ie 94,795 
Amortization of goodwill (net of tax) (note 10) ............................. #2 OMe i —_—— nn (13,975) 
Income from continuing operations .............:......................... 1 OSS. arene are reste 4 80,820 
Discontinued operations (note 14) .............0..0ccees eect eee eee POT —_——— nn 4,147 
Net inCome essed is ccree ee ae a eee WG: | nS $84,967 
Average number of shares outstanding (thousands) ...............0..0020-...-- eS ee 74,667 
Earnings per Class A and Class B share (note 9(f)) 
Income from continuing operations before 

amortization of goodwill... cece eee SO ea $1.27 
Income from continuing operations ..................0.0.0000e sts ete Lo i _—_—_— re $1.08 
Net inCOmMe i. coc sgse ce oe nace meando be Ce. i —_——— reser $1.14 


(See accompanying notes) 


CONSOLIDATED STATEMENTS | OF RETAINED EARNINGS 


YEARS ENDED a ol; 2000 AND 1999 


(thousands of dollars) 2000 1 999 
Retained earnings, beginning of year ...................0.0000c00-0.00--- SO $360,231 
Change in accounting policies (note 2) ............-.cccecceceeseeessss sess... A Ei) Tere 
AS restated orgmicesscvt adeccts ahse 4 gta et mee tee eee ae a | i _—— 360,231 
Net TiCOmMe (71 sc so dies Assan ch oe ters a ee et 355 25) ene ee 84,967 
Fe Tr ee ee OT RN Te ene ee Se MOA... ec csc cesses ese 445,198 
Deduct: 

Dividends Beare ete ranted ec es ha ebshe pies ne te a AES TO aes aR te A ee a Lo  —_, ne 43,293 

Premium on the purchase of shares 

for cancellation (note 9(d)) ......0.....s.ccceceeeceeseeeseesees es... [rr 0 ai rOeeie cries be. 2,919 


Retained earnings, end of year ................ccceseeecseeseeesseesces sess... oo ie $398,986 


(See accompanying notes) 
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CONSOLIDATED STATEMENTS OF CASH FLOW 


YEARS ENDED DECEM ER 31, 2000 AND 1999 (NOTE 


(thousands of dollars) 2000 1 999 
Cash was provided by (used in) 

ARIE: CCUG Ce ol eee $99,417 
BAVESTNS FACTIVIUIES, occiicse iicince ain aude sa vee sesuwesiveceviestecevsuvtocesa... 4.) ere (372,728) 
EOE NUNS) OMe ie 266,916 
Increase (decrease)) in cash 00 00c..cccceee ccc ciesstcsssn ne. — RRM 62, (caiereiehs es oat ae eh Oe (6,395) 
Bifecrot exchange rate changes ....0..00. i | SIE 2.0 105 acs he (3,146) 
Mash DESINMING Of VEAL ccc. ec cnecs.ceeceeevsve aves sneressnevavecset;ses.s.., Pe oo ares aera eee 29913 
ian. Gig) OG ine Se) $20,432 


Operating activities 


imeomelrom continuing operations .......0.0..000000..cb ee o_o $80,820 
LEURGCINODD: ca er ee BM 2 5 52, 5 acti ai Magen ae 48,049 
SOKA MON. e  _e LAS) eS PEARS at a MOC 8 17,014 
UU LERIN COME CAXCS oo. nomeenerancsie anaueiene vee eves edeavera pone cairany a ———! RO COMM cco fic Pee eee ee ye ne V3 
MOSStOleaSSOClAted, DUSINESS: can. vedic ceciccc: evede cessed dee acai oet erst ones. cdi 0). Te eta ee cee 5516 
UMS oo cay oad es MO, ois. Sesh he ee eee 280 
PETRUS: GOGO GS oe PEO IGMe ooo occ ecb cacseesnebes dheee 152,416 
Decrease (increase) in non-cash working capital ........................... COA once sca encectarctecnssn: (38,834) 
Miscoutmiued operations (note 14)).).........2......cc6eueeee pe eee eee rl! Ot i —_—_—_————— re (14,165) 
asa provided by operating activites 2.2.2.2. o....0 0c er, Sa, i _—_——— ee $99,417 


Investing activities 


OOO UPSILOINS (WG 1) a otanng sen rence ys) i —_— noes ($412,071) 
Additions to property, plant and equipment ..........0.....0000./00..- rn 3) _—_—, ee ee (53,374) 
Proceeds on sale of land and building .................00.06. ee ee 45,018 

ee SS A eee ete oa ee 3,463 
Hiscontmued Operations (note 14) .).............00.. ce el CN) —_ ae aes 89,254 
ieash used in investing activities ...................ce cece eee Ao | ($372,728) 


Financing activities 


(Repayment) issuance of long-term debt ..................2..0 seer teees Co) as ee ie $310,051 
OVER GER een rr renreererri EO ner ree reer: (42,439) 
Purchase of shares for cancellation (note 9(d)).................:: cece ee ees eENE 65 Sok a Oe (3,949) 
Exercise of stock options (note 9(c)) ............6.. cen sneer te ene DUM 3 i, lean od ea eaeaheee meee 719 
Uae a rer MRE oc cycceahss aoe Shek RIG 2,534 
Cash (used in) provided by financing activities ...........-...::..:+-+0++- poses 0) are ere $266,916 
Cash represented by 
Gash and cash equivalents .............-....-0:.sccece tre ees RRR EMEA «5s aicwidihevlseiineonion Sides $32,567 
Bank OVErdratt .............0cecesceeeeesne rere tee eee eeee tease nen ee neene coe. iPad 1 RIG aaa cone SON aR (12,135) 
eee So) ee vr cy, 
Operating cash flow per share (note 9(f)) ........0::::-:ccrr rss pepe SE cee $2.04 


(See accompanying notes) 
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NOTES OQ. CONSOLIDATED FINANCIAL STATEMENTS 


DECEMBER 31. 


(Tabular amounts in thousands of dollars) 


Ts 


Accounting policies 


The consolidated financial statements are prepared in accordance 


with Canadian generally accepted accounting principles. 


The 


following is a summary of significant accounting policies. 


(a) 


(b) 


(c) 


Principles of consolidation 

The consolidated financial statements include the accounts of 
the company and all its subsidiaries. The major subsidiaries are: 
Toronto Star Newspapers Limited; Harlequin Enterprises Limited 
(“Harlequin”); Metroland Printing, Publishing & Distributing Ltd. 
(“Metroland”); Torstar Daily Newspaper Group (TDNG Inc.), and 
a number of subsidiaries in the United States related to the 
Children’s Supplementary Educational Publishing Division which 
have been accounted for as discontinued operations (note 14). 


Foreign currency translation 

Assets and liabilities denominated in foreign currencies have 
been translated to Canadian dollars primarily at exchange rates 
prevailing at the year end. Revenues and expenses are translated 
at average rates for the year. Translation exchange adjustments 
relating to self-sustaining foreign operations are included in 
shareholders’ equity as foreign currency translation adjustments. 
These adjustments will be recognized in income in proportion to 
any reduction in the company’s net investment in the foreign 
operation. 


Long-term U.S. dollar-denominated debt and foreign exchange 
contracts and options to sell U.S. dollars have been designated as 
hedges against U.S. dollar assets and future U.S. dollar cash 
flows. 


Derivative financial instruments 

The company manages interest rate and foreign exchange risks 
through the use of derivative financial instruments. Payments 
and receipts under interest rate derivatives are recognized 
as adjustments to interest expense on an accrual basis. Any 
resulting carrying amounts are included in receivables in the 
case of favourable contracts and accounts payable in the case of 
unfavourable contracts. Gains and losses on foreign exchange 
derivatives which relate to continuing operations 
unrecognized until realized. 


are 


The company is exposed to credit related losses in the event of 
non-performance by counterparties to these instruments, but it 
does not expect any counterparties to fail to meet their 
obligations given their high credit ratings. The company has a 
policy of only accepting high quality financial institutions as 
counterparties. The credit exposure and the difference between 
fair values and carrying values of derivative financial 
instruments as at December 31, 2000 and 1999 are not material 
to these financial statements. 
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2000 AND 


(d) 


(e) 


(f) 


(g) 


(h) 


(i) 


(i) 


A 


1999 


Cash and cash equivalents 

Cash and cash equivalents consists of cash in bank and short- 
term investments with original maturities on acquisition of 90 
days or less. 


Receivables 

Receivables are reduced by provisions for anticipated book 
returns which are determined by reference to past experience 
and expectations. 


Inventories 
Inventories are valued at the lower of cost and net realizable 
value. 


Property, plant and equipment 

These assets are recorded at cost and depreciated over their 
estimated useful lives. The rates and methods used for the major 
depreciable assets are: 


Buildings: 

e straight-line over 25 years or 5% diminishing balance 
Leasehold Improvements: 

e straight-line over the life of the lease 

Machinery and Equipment: 

e straight-line over 10 to 20 years or 20% diminishing balance 


Investment in associated business 
The company’s interest in ITI Education Corporation (“ITI”) is 
accounted for using the equity method. 


Goodwill and other assets 

Goodwill is amortized on a straight-line basis primarily over a 
period of 40 years from the date of acquisition of operations. The 
company assesses whether there has been an other than 
temporary decline in the carrying value of goodwill by 
determining whether the unamortized goodwill balance can be 
recovered based on the undiscounted future cash flows of the | 
operation. The cost of a distribution services agreement is 
amortized on a straight-line basis over the 10 year-term of the 
agreement. Interactive media investments included in Goodwill 
and other assets are accounted for by the cost method. Gains or 
losses on the disposal of these investments are included in 
Interactive media operating profit. 


Employee future benefits 
Details with respect to accounting for employee future benefits 
are as follows: 


e The cost and obligations of pensions and post employment 
benefits earned by employees are actuarially determined using 
the projected benefit method prorated on service and 
management’s best estimate of assumptions of future investment 
returns for funded plans, salary changes, retirement ages of 
employees and expected health care costs. 


eee 


e For the purpose of calculating the expected return on plan 
assets, those assets are valued at fair value. 


e The discount rate used for determining the benefit 
obligation is the current interest rate at the balance sheet date on 
high quality fixed income investments with maturities that 
match the expected maturity of the obligations. 


e Past service costs resulting from plan amendments are 
amortized on a straight-line basis over the average remaining 
service period of employees active at the date of amendment. 


e The excess of the net actuarial gain (loss) over 10% of the 
greater of the benefit obligation and the fair value of plan assets 
is amortized over the average remaining service period of active 
employees. The average remaining service period of the active 
employees covered by the plans ranges from 13 to 19 years. 


Company pension contributions in excess of the amounts 
expensed in the statements of income are recorded as deferred 
charges in the balance sheets. Liabilities related to unfunded post 
employment benefits including pensions are included in other 
long-term liabilities. 


(k) Employee share purchase plans 
Amounts paid by employees to purchase shares under an 
executive share option plan (note 9(a)(iii)) and an employee share 
purchase plan (note 9(b)) are credited to share capital. No 
compensation expense is recognized for these plans when stock 
or stock options are issued to employees. 


() Income taxes 


The company follows the liability method of income tax 
allocation. 


2. Change in accounting policies 


In 2000, the company adopted the new recommendations of the Canadian 
Institute of Chartered Accountants dealing with employee future 
benefits and income taxes. Details of these changes in accounting 
policies follow: 


(a) Employee future benefits 

Effective January 1, 2000, the company began to accrue its 
obligations under employee benefit plans and the related costs, 
net of plan assets, in accordance with the new recommendations. 
Previously the company accounted for the cost of post 
employment benefits other than pensions on a pay as you g0 
basis and used a discount rate for determining pension plan 
obligations based on management's estimate of long-term rates. 
This change in accounting policy has been applied retroactively 
with no restatement of prior year financial statements. As a 
result, opening retained earnings as at January 1, 2000 has been 
reduced by $25.6 million, deferred pension charges which are 
included in Goodwill and other assets have been increased by 
$24.8 million, other long-term liabilities have been increased by 
$65.6 million, current future income tax assets and non-current 
future income tax assets have been increased by $2.1 million and 
$3.3 million respectively and non-current future income tax 
liabilities have been decreased by $9.8 million. 


(b) Income taxes 

Effective January 1, 2000, the company adopted the liability 
method of income tax allocation in accordance with the new 
recommendations. Previously, the company followed the deferral 
method. This change in accounting policy has been applied 
retroactively with no restatement of prior year financial 
statements. As a result, opening retained earnings as at January 
1, 2000 has been increased by $8.1 million, non-current future 
income tax assets have been increased by $5.1 million, 
non-current future income tax liabilities have been decreased by 
$3.1 million and current future income tax assets have decreased 
by $0.1 million. 


3. Receivables 


The provisions for anticipated book returns deducted from receivables 
at December 31, 2000 amounted to $119 million (December 31, 1999 
- $120 million). 


4. Property, plant and equipment 


Accumulated 
Cost Depreciation Net 
2000 
Land $11,363 $11,363 
Buildings and 
leasehold improvements 210,593 $74,234 136,359 
Machinery and equipment 604,389 326,731 277,658 
Total $826,345 $400,965 $425,380 
1999 
Land $16,374 $16,374 
Buildings and 
leasehold improvements 213,861 $67,952 145,909 
Machinery and equipment 560,831 282,441 278,390 
Total $791,066 $350,393 $440,673 


5. Investment in associated business 


The company’s investment in associated business is a 37% interest in 
ITI Education Corporation (December 31, 1999 - 41%). At December 
31, 2000, the investment includes $26.7 million of unamortized 
goodwill (December 31, 1999 - $29.7 million). 


6. Goodwill and other assets 


2000 1999 

Goodwill at amortized cost $456,730 $458,417 
Interactive media investments 28,372 44,556 
Deferred pension charges 71,088 36,250 
Distribution Services Agreement 12,756 14,882 
Other Pe e= 2,044 
$570,196 $556,149 


At December 31, 2000, the quoted market value of publicly traded 
Interactive media investments and the book value of non-publicly 
traded investments totalled $47 million (December 31, 1999 - $83 
million). 
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7. Long-term debt 


2000 1999 

Commercial paper: 
U.S. dollar denominated $130,203 $131,571 
Cdn. dollar denominated 49,012 212,819 


179,215 344,390 
Medium Term Notes: 


U.S. dollar denominated 130,262 ID Se 
Cdn. dollar denominated 285,000 180,000 
415,262 305,322 
594,477 649,712 


Less current portion of 
long-term debt : (100,000) 
$494,477 $649,712 


(a) Bank debt 
(i) The company has a $200 million long-term revolving credit 
facility ($200 million - 1999) which may be drawn in Canadian 
or U.S. dollars. All amounts drawn are to be repaid in full on 
January 3, 2003. 


(ii) The company has an additional $160 million long-term 
revolving credit facility ($160 million - 1999). Loans drawn against 
this facility may be made in either Canadian or U.S. dollars. All 
amounts drawn are to be repaid in full by January 11, 2002. 


(iii) The company also has an unused credit facility of Canadian 
$40 million ($40 million - 1999), which matures on August 31, 2001. 


(iv) Amounts borrowed under all three bank credit facilities 
would primarily be in the form of bankers’ acceptances at 
varying interest rates normally below prime (if in Canadian 
dollars) or slightly above LIBOR (if in U.S. dollars) and would 
normally mature over periods of 30 to 90 days. 


(v) The unused facilities in (a)(i) and (a)(ii) are designated as 
standby lines in support of the commercial paper program. 


(b) Commercial paper 

(i) A facility exists for the company to issue short-term notes 
in the form of commercial paper. These notes may be issued in 
Canadian or U.S. dollars to an authorized aggregate principal 
amount of Canadian $550 million outstanding at any one time. 
While the terms of the individual notes are less than one year, 
they have been classified as long-term as it is intended that the 
commercial paper program will be an ongoing source of 
financing and the outstanding notes could be replaced at any 
time by bank debt as noted in (a)(v) above. 


(ii) Commercial paper outstanding at December 31, 2000 
included U.S. dollar borrowings of $87 million (December 31, 
1999 - U.S. $91 million). The average rate on U.S. dollar 


commercial paper outstanding at December 31, 2000 was 6.9% 
(December 31, 1999 - 6.3%). 


(iii) The average rate on Canadian dollar commercial paper 
outstanding at December 31, 2000 was 5.9% (December 31, 1999 - 5.2%). 


(c) Medium Term Notes 


(i) On May 27, 1997, the company issued Canadian $50 million 
6.2% notes maturing May 27, 2002. The company has entered 


(d) 


into swap agreements, effectively converting this debt into a 
floating rate $35.1 million U.S. dollar obligation based on 90 day 
LIBOR pricing less 0.06%. 


(ii) On May 22, 1998, the company issued Canadian $75 million 
5.7% notes maturing December 1, 2003. The company has 
entered into a swap agreement, effectively converting this debt 
into a floating rate $51.7 million U.S. dollar obligation based on 
90 day LIBOR pricing plus 0.15%. 


(iii) On February 9, 1999, the company issued Canadian 
$75 million 5.6% notes maturing February 9, 2004. The 
company has entered into a swap agreement, effectively 
converting this obligation into a floating rate debt based on 90 
day banker’s acceptance rates plus 0.32%. 


(iv) On May 25, 1999, the company issued Canadian $15 million 
of floating rate notes maturing May 25, 2001. Interest on this 
debt is based on 90 day banker’s acceptance rates plus 0.15%. 


(v) On July 27, 1999, the company issued Canadian $75 million 
5.95% notes maturing July 27, 2004. The company has entered 
into a swap agreement, effectively converting this debt into a 
floating rate debt based on 90 day banker’s acceptance rates plus 
0.27%. 


(vi) On December 10, 1999, the company issued Canadian 
$15 million 6.25% notes maturing June 1, 2001. On January 10, 
2000, a further Canadian $50 million of notes was issued on the 
same terms and conditions. 


(vii) On January 17, 2000, the company issued Canadian 
$35 million of floating rate notes maturing January 17, 2003. 
Interest is based on 90 day banker’s acceptance rates plus 0.30%. 
Interest is paid quarterly. 


(viii) On June 29, 2000, the company issued Canadian $20 million 
of floating rate notes maturing September 28, 2001. Interest is 
based on 90 day banker’s acceptance rates plus 0.17%. Interest 
is paid quarterly. 


(ix) In each of (i) - (vi), interest on the medium term notes is paid 
semi-annually and where swap agreements have been entered 
into, payments are due either quarterly or semi annually. 


(x) The swap agreements above mature on the due dates of the 
respective notes. 


(xi) The effective interest rate at December 31, 2000 was 7.1% 
(December 31, 1999 - 6.4%) on the Canadian dollar debt which 
has been effectively converted to U.S. dollar denominated 
obligations. The effective interest rate on the Canadian dollar 
denominated obligations at December 31, 2000 was 6.3% 
(December 31, 1999 - 5.5%). 


The interest rates on the company’s floating rate Canadian dollar 
debt are linked to banker’s acceptance rates. 


Through the purchase of options, the company insured that on 
$200 million of this debt, banker’s acceptance rates would not 
exceed 5.5% in 2000. There is no such program for 2001. 
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(e) Estimated principal repayments as of December 31, 2000 for the 
next five years are: 


2001 $100,000 
2002 52,639 
2003 291,838 
2004 150,000 
2005 _ 


(f) Interest expense includes interest on long-term debt of $42,083 
(1999 - $35,715). 


(g) Interest of $41,487 
(1999 - $33,237). 


was paid during the year 


(h) The differences between the fair values and carrying values of 
the various long-term debt instruments and related derivatives 
are not material at December 31, 2000 and 1999. 


8. Other liabilities 


2000 1999 
Post employment benefits $71,102 $5,403 
Employees’ shares subscribed £,533 7,701 


78,635 $13,104 


$78,635 _$13,104_ 


9. Share capital 


(a) Rights attaching to the company’s. share capital: 
(i) Class A (voting) and Class B (non-voting) Shares 

Class A and Class B shareholders may elect to receive dividends in 
cash or stock dividends in the form of Class B shares. Class A 
shares are convertible at any time at the option of the holder into 


Class B shares. 


(ii) Voting provisions 
Class B shares are non-voting unless eight consecutive quarterly 
dividends have not been paid. 


(iii) Share option plan 

Eligible senior executives and non-executive directors may be 
granted options to purchase Class B shares at an option price 
which shall not be less than the closing market price of the 
shares on the last trading day before the grant. The maximum 
number of shares that may be issued under the share option plan 
is 7,000,000 shares. The term of the options shall not exceed 10 
years from the date the option is granted. Up to 25% of an option 
grant may be exercised 12 months after the date granted, anda 
further 25% after each subsequent anniversary. 


(iv) Restrictions on transfer 

Registration of the transfer of any of the company’s shares may 
be refused if such transfer could jeopardize either the ability of 
the company to engage in broadcasting or its status as a 
Canadian newspaper publisher. 


(b) Under the company’s employee share purchase plan, employees 
may subscribe for Class B shares to be paid for through payroll 
deductions over two-year periods at a purchase price which is the 
lower of the market price on the entry date or the market price at 


sy 


(c) 


(d) 


(e) 


the end of the payment period. The value of the shares that an 
employee may subscribe for is restricted to a maximum of 20% of 
salary at the beginning of the two year period. As at December 
31, outstanding employee subscriptions were as follows: 


2000 1999 
Maturing 2001 ——«2002,—=—=<C«‘000S”St*C:«0001 
Subscription price $16.60 $17.26 $24.14 $16.60 
Number of shares 209,943 234,536 153,498 240,754 


A summary of changes in the share option plan is as follows: 


Shares Weighted average exercise price 
January 1, 1999 2,141,814 $18.68 
Granted 1,476,800 18.00 
Exercised (62,300) (11.54) 
Cancelled (190,850) (20.00) 
December 31, 1999 3,365,464 18.44 
Granted 1,505,600 15.76 
Exercised (384,100) 13.30 
Cancelled (131,500) 18.73 
December 31, 2000 4,355,464 17.96 


As at December 31, 2000, outstanding options were as follows: 


Options Outstanding 


Range Number Weighted Weighted 
of outstanding average average 
exercise December 31, remaining exercise 
price 2000 contractual life price 

9 $10.19= 11,509 9287,050 Sm ay cyears eS 11s an 
$15.75-18.05 3) 253,750 8.1 years $16.77 
$25.00-26.75 814,664 7.0 years $25.10 
$10.19-26.75 4,355,464 7.7 years $17.96 

Options Exercisable 

Range of Number exercisable Weighted average 
exercise price December 31, 2000 exercise price 
$10.19-11.50 287,050 $11.14 
$15.75-18.05 628,837 $17.16 
$25.00-26.75 407,332 $25.10 
$10.19-26.75 $18.30 
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Under a normal course issuer bid, the company has repurchased 
during 2000 222,900 Class B shares (1999 - 240,000) for 
cancellation at an average price of $15.98 per share (1999 - 
$16.46) for a total consideration of $3,562,000 (1999 - 
$3,949,000). Retained earnings were reduced by $2,601,000 
(1999 - $2,919,000) for the cost of the shares in excess of their 
stated value. The most recent issuer bid expired April 20, 2000. 
share capital: 


Summary of changes in the company’s 


Class A (voting) and Class B (non-voting) shares 


Class A shares 

The only changes in the Class A shares were the conversion to 
Class B shares of 31,475 shares (with a stated value of $8,000) in 
2000 and 2,200 shares (with a stated value of $1,000) in 1999. 
Total Class A shares outstanding at December 31 were: 


Shares Amount 
1999 9,994,972 Sandd 5 
2000 9,963,497 $2,707 
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Class B Shares 


Shares Amount 

January 1, 1999 64,640,504 275,223 
Converted from Class A 2,200 1 
Issued under Employee 

Share Purchase Plan 1237238 2,156 
Share options exercised 62,300 719 
Purchased for cancellation (240,000) (1,030) 
Stock dividends issued 53,661 854 
Issued as consideration for 

acquisition (note 11) 62,500 1,000 
Other 15w5 26 
December 31, 1999 64,705,978 278,949 
Converted from Class A 31,475 8 
Issued under Employee 

Share Purchase Plan 129-771 2,255 
Share options exercised 384,100 5,108 
Purchased for cancellation (222,900) (961) 
Stock dividends issued 11,882 230 
Other 1125 20 


December 31, 2000 


Totals 
The total Class A and Class B shares outstanding at December 31 were: 


Shares Amount 
1999 74,700,950 $281,664 
2000 75,004,928 $288,316 


An unlimited number of Class B shares is authorized. While the 
number of authorized Class A shares is unlimited, the issuance of 
further Class A shares may under certain circumstances require 
unanimous board approval. 


Earnings and operating cash flow per share 

Earnings per share has been determined by dividing income or 
operating cash flow, as applicable, by the weighted average 
number of shares outstanding during the year. Fully diluted 
earnings per share assumes that options were exercised at the 
beginning of the year and the funds derived therefrom were 
invested at the company’s annual after tax cost of financing. 
Operating cash flow per share is based on cash provided by 
operating activities before changes in non-cash working capital. 


Details of fully diluted earnings per share amounts are as follows: 


2000 1999 

Income from continuing operations 
before amortization of goodwill $1.31 $1.24 
Income from continuing operations $1.09 $1.06 
Net income $0.48 $1.11 
Operating cash flow per share $2.15 $1.99 
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65,041,431 $285,609 


10. Income and other taxes 


A reconciliation of income taxes at the average statutory tax rate to 
the actual income taxes for continuing operations is as follows: 


Liability Deferral 
Method _ Method 
2000 1999 


Income before taxes 
Provision for income taxes based on Canadian 


statutory rate of 44.0% (1999 — 44.6%) ($68,000) ($68,300) 
(Increase) decrease in taxes resulting from: 
Foreign income taxed at lower rates 12,100 11,300 
Manufacturing and processing profits allowance 2,700 6,800 
Large Corporations tax and other taxes (3,400) (2,700) 
Future taxes resulting from changes in 
statutory tax or income inclusion rates 1,800 
Non-taxable portion of capital transactions 3,100 
Benefit of capital losses not previously 
recognized 4,500 
($47,200) ($52,900) 
Effective income tax rate ~ 30.5% 34.5% _ 


A tax recovery of $1.7 million has been recognized with respect to 
the amortization of goodwill (1999 - $0.9 million). Income taxes of 
$53.7 million were paid during the year (1999 - $41 million). 


Significant components of the provision for income taxes attributable to 
continuing operations are as follows: 


Liability Deferral 

Method Method 

2000 1999 

Current tax provision $55,331 $54,223 
Future tax recovery (8,131) (1,323) 
Total tax provision $47,200 $52,900 


Future income taxes reflect the net tax effects of temporary 
differences between the carrying amounts of assets and liabilities for 
financial reporting purposes and the amounts used for income tax 
purposes. Significant components of the company’s future income tax 
assets and liabilities as of December 31, 2000 are as follows: 


Current future income tax assets 


Receivables $20,623 
Restructuring provisions 9,360 
Other 2,664 
$32,647 
Non-current future income tax assets eee 
Tax losses carried forward $70,444 
Pensions 4,546 
Other 5,762 
$80,752 
Non-current future income tax liabilities 
Property, plant and equipment $58,166 
Pensions 5,056 
Other 1,925 
$65,147 


11. Acquisitions 


The company completed a number of acquisitions during 2000 and 
1999. The consideration for each acquisition was cash except for 
community newspaper acquisitions in 1999 which included 62,500 


($1.0 million) Class B shares as part of the consideration. Each 
acquisition was accounted for under the purchase method. The 
acquisitions for continuing operations are as follows: 


Company/Business Date Purchase Price Goodwill 
2000 
Newspapers Community Newspapers Various $10,369 $8,779 
Interactive media Various Various 26,099 7,108 
pee SI Se ed 
$36,468 $15,887 
1999 ya 
Newspapers Four Regional Dailies March 1, 1999 $345,480 $304,966 
Community Newspapers and Distribution assets Various DBR. BSD 21,664 
2 NO ae 
Book Publishing Curiosity Kits November 30, 1999 7,907 5,080 
Interactive media Various Various BOWS» 
Other Investments ITI Education Corp April 27, 1999 SM 
$413,071 $331,710 


On March 1, 1999, the company purchased four regional dailies: The 
Hamilton Spectator, The Kitchener-Waterloo Record, The Guelph 
Mercury and the Cambridge Reporter. The acquisition included net 
fixed assets of $44.6 million, net working capital of $4.1 million and 


long-term liabilities of $8.2 million. 


12. Employee future benefits 


The company maintains a number of defined benefit plans which 
provide pension benefits to its employees in Canada, the United States 
and the United Kingdom. The company also maintains defined contribution 
plans in the United States and in certain overseas operations of 
Harlequin. Post employment benefits other than pensions are also 


The 1999 acquisition of Curiosity Kits Inc. includes a potential 
earnout payment to a maximum of U.S. $6.0 million based on future 
growth expectations up to and including 2004. 


available to employees, primarily in the Canadian newspaper 
operations, which provide for various health and life insurance benefits. 


Information concerning the company’s post employment benefit 
plans as at December 31, 2000 is as follows: 


(in thousands) Pension Plans Post Employment Benefit Plans 
Accrued benefit obligation 

Balance, beginning of year $402,378 $40,601 

Current service cost 6,818 374 
Interest cost 28,723 2,905 
Benefits paid (24,105) (1,310) 
Actuarial (gains) losses 10,881 (1,049) 
Participant contributions Tots 

Balance, end of year $431,810 $41,521 

Plans’ assets 

Fair value, beginning of year $437,841 

Return on plan assets 44,302 

Benefits paid (24,105) 

Contributions to plan 20,069 

Fair value, end of year $478,107 

Funded status - surplus (deficit) $46,297 ($41,521) 
Unamortized amounts (35533) (1,049) 
Accrued benefit asset (liability) $42,764 ($42,570) 
Significant assumptions used 

Discount rate 7% 7% 
Expected long term rate of return on plan assets 7% NA 
Rate of compensation increase 2.5% to 4% NA 
Average remaining service period of active employees 13 to 19 years NA 
Net benefit expense for the year 

Current service cost $6,818 $374 
Interest cost eas 2,905 
Expected return on plan assets sei as 


Net benefit expense 
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With respect to the post employment benefit plans, an 8% annual rate 
in the per capita cost of covered health care benefits was assumed for 
2000. The rate was assumed to decrease by 1% per annum until 2003. 


13. Forward foreign exchange contracts and options 


The company has made arrangements through forward foreign 
exchange contracts and various option contracts to allow it to 
convert into Canadian dollars a portion of its expected future U.S. 
dollar cash flows. Details of these exchange and option contracts are 
listed below. The aggregate of the forward foreign exchange contracts 
and options establishes a minimum rate of exchange of Canadian 
dollar per U.S. dollar of $1.51 for U.S. $70 million in 2001, and a rate 
of $1.51 for U.S. $35 million in 2002. In 2000, the average exchange 
rate applicable to U.S. dollar cash flows of the company was $1.47. 


(a) Forward foreign exchange contracts 
The company has entered into forward foreign exchange 
contracts to sell U.S. dollars which will fix the exchange rate for 
operations as follows: 


2000 1999 
2000 ' $54,000 $1.46 
2001 $27,000 $1.52 
2002 $35,000 $1.51 


(b) Foreign exchange options 
The company has entered into various option contracts, which net 
of costs, will ensure a rate of exchange in the range as follows: 


2000 1999 
2000 $26,000 $1.50 - $1.62 
2001 $43,000 $1.50-$1.61 $43,000 $1.50 - $1.61 


14. Discontinued operations 


In late 2000, the company announced its intention to sell the 
education operations, Frank Schaffer Publications Inc., Tom Snyder 
Productions Inc. and Delta Education Inc. of its Children’s 
Supplementary Education Publishing (“CSEP”) division. Accordingly, 
the results from these operations have been presented as discontinued 
operations and the balance sheets and statements of income and cash 
flow have been reclassified to reflect this presentation. The company 
will retain the consumer-oriented assets of the CSEP division 
including Curiosity Kits Inc. and Brighter Vision Learning 
Adventures. These businesses and their results will be included in the 
Book Publishing segment. Consequently, prior years’ results for Book 
Publishing have been restated to include these operations. On March 
31, 1999, Troll Communications LLC, which was accounted for as a 
discontinued operation in 1998, was sold for U.S. $69 million. An 
after tax loss of $5.3 million was recorded in 1999 relating to the sale. 


Additional information related to the discontinued operations is as follows: 


STATEMENTS OF INCOME 
Operating revenue 


Operating income before taxes 

Income taxes 

Amortization of goodwill (net of tax) 
Estimated operating loss to disposal date 
Write-down to estimated net realizable value 
Income taxes 


Net loss from discontinued operations 
(Loss) income from discontinued operations 


2000 


$153,193 


$3,862 


(2,000) 


1,862 


(3,196) 
(1,334) 


(6,171) 


(50,885) _ 
(57,056) 


10,800 


(46,256) 
($47,590) 


1999 
$198,740 
$11,768 
(4,600) 
7,168 


(3,021) 
4,147 


$4,147 


The company expects to complete the sale of the discontinued 


operations during the second quarter. 


No interest expense has been allocated to discontinued operations. 


BALANCE SHEET 

Current assets 

Property, plant and equipment 
Goodwill and other assets 


Current liabilities 
Future income taxes and other 


STATEMENTS OF CASH FLOW 
Cash was provided by (used in) 
Operating activities 
Investing activities 


15. Unusual Items 
Unusual items in 2000 are as follows: 
Provisions for restructuring 


in newspaper operations 
Gain on sale of land and building 


16. Comparative financial statements 


2000 


$90,206 


23,465 
126;939 
$240,610 


$48,540 
16,757 
$65,297 


($9,301) 
(23,162) 
($32,463) 


($30,400) 


28,800 


1999 


$82,515 
8,320 
157,260 
$248,095 


$25,624 
13,450 
$39,074 


($14,165) 
89,254 
$75,089 


The comparative financial statements have been reclassified from 
statements previously presented to conform to the presentation of the 


2000 financial statements. 
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17. Segmented information 


Management has determined that the company operates 3 business 
segments: 


Newspapers — Publishing of daily newspapers including The Toronto 
Star, The Hamilton Spectator and The Kitchener-Waterloo Record, the 
operations of Metroland (community newspapers), and related ventures; 


Book Publishing — Publishing of romance fiction and creation and 
selling of activity based products for women and children (distributed 
through retail outlets and by direct mail); 


Interactive media — Interactive media businesses of the Newspapers 
and Book Publishing operations, Toronto Star Television and 
investments in Interactive media companies. 


Segment profit or loss has been defined as operating profit which 
corresponds to operating profit as presented in the Consolidated 
Statements of Income. No interest, foreign exchange, goodwill 
amortization or income taxes are allocated to business or geographic 
segments. 


Summary of Business and Geographic Segments of the company 


Business Segments 


Operating Revenue 


Depreciation and Amortization 


Operating Profit 


2000 1999 2000 1999 2000 1999 
Newspapers $843,066 $765,717 $57,131 $48,991 $111,815 $107,836 
Book publishing 579,169 BeOS 13,097 13,104 102,300 88,207 
Interactive media 22,839 8,646 4,061 1,725 (5,455) (4,009) 
Segment Totals 1,445,074 FPS biea7i6 74,289 63,820 208,660 192,034 
Corporate TAS) IPAS (9,804) (6,708) 
Consolidated $1,445,074 $1,351,376 $75,068 $65,063 $198,856 $185,326 
Additions to Capital 
Identifiable Assets Assets & Goodwill 
2000 1999 2000 1999 
Newspapers $966,132 $935,391 $54,552 $417,733 
Book publishing 416,162 400,327 6,131 93313 
Interactive media 53,967 52,363 9,087 2,400 
Segment Totals 1,436,261 1,388,081 69,770 429,446 
Corporate 49,802 54,933 3,933 1,584 
$73,703 $431,030 
Investment in associated business 29,091 35,293 
Discontinued operations 240,610 248,095 
Consolidated $1,755,764 $1,726,402 


Geographic Segments 


Operating Revenue 


2000 1999 2000 1999 
Canada $879,670 $795,916 $766,658 $779,516 
United States 368,324 335,507, 98,389 103,114 
Other (a) 197,080 219,953 30,070 32,790 
Segment Totals $1,445,074 $1,351,376 $895,117 $915,420 


Capital Assets and Goodwill 


(a) Principally - United Kingdom, Japan, Germany, Australia, Italy and France. 
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ANNUAL OPERATING HIGHLIGHTS CONTINUING OPERATIONS 


Operating revenue (thousands of dollars) 
Newspapers 

Book publishing 

Interactive media 

Total 


AU a 
—————_—_—_—_—_—_—_—_—_—_——————————————————————————— a ee 


Operating Profit & Income from 
continuing operations (thousands of dollars) 


Newspapers $111,815 $107,836 $85,128 $90,796 $44,791 $15,854 $21,978 
Book publishing 102,300 88,207 92,850 85,614 86,129 81,963 77,988 
Interactive media (5,455) (4,009) (1,581) (9,663) (8,137) (4,743) 2-437) 
Corporate (9,804) (6,708) (5,962) (6,696) (7,767) (7,711) (6,678) 
Operating profit 198,856 185,326 170,435 160,051 115,016 85,363 90,851 
Interest expense (41,283) (32,170) (17,051) (19,733) (16,650) (16,547) (15,051) 
Foreign exchange (1,395) 55 324 1,379 826 275 (869) 
Unusual items (1,600) 11,500) 
Income before taxes 154,578 5S 2010 142,208 141,697 99,192 69,091 74,931 
Income and other taxes (47,200) (52,900 (49,400) (47,200) (32,500) (23,400) (28,200) 
Income before (losses) earnings of 

associated businesses 107,378 100,311 92,808 94,497 66,692 45,691 46,731 
(Losses) earnings of associated businesses (6,202) (5,516) 145 358 (3,171) (5,700) 
Income from continuing operations before 

amortization of goodwill 101,176 94,795 92,953. 94,855 63,521 39,991 46,731 
Amortization of goodwill (net of tax) (17,461) (13,975) (7,744) (7,726) (7,984) (7,972) (7,865) 
Income from continuing operations $83,715 $80,820 $85,209 $87,129 $55,537 $32,019 $38,866 
Operating cash flow $165,598 $152,416 $145,836 $152,641 $116,764 $84,202 $84,855 
Average number of shares outstanding 
(thousands) 74,695 74,667 “75,926 78,088 79,464 80,678 80,494 
Per share Data 
Income from continuing operations before 

amortization of goodwill $1.35 SLAY $1.22 $1.21 $0.80 $0.50 $0.58 
Income from continuing operations $1.12 $1.08 $1.12 Sia? $0.70 $0.40 $0.48 
Operating cash flow per share $2.22 $2.04 $1.92 $1.95 $1.47 $1.04 $1.05 
Dividends — Class A and Class B shares $0.58 $0.58 $0.565 $0.52 $0.45 $0.42 $0.42 
Rate of Return on Revenue 
Operating profit 13.8% 13.7% 14.3% 14.6% 11.3% 8.9% 9.9% 
Income before (losses) earnings of 

associated businesses 7.4% 7.4% 7.8% 8.6% 6.5% 4.7% 5.1% 
Return on equity 
Operating cash flow as a percentage of 

average shareholders’ equity 24.6% 22.9% 20.4% 22.5% 20.4% 14.7% 15.1% 
Financial position 
Total Assets $1,755,764 $1,726,402 $1,380,907 $1,370,490 $1,322,763 $1,149,839 $1,079,963 
Long-term debt 494,477 649,712 355,829 197,322 321,813 333,050 286,191 
Shareholders’ equity 660,001 684,188 647,055 785,461 573,853 572,707 + ~—-4574,438 
Property, plant and equipment (net) 425,380 440,673 389,832 390,312 408,797 434,434 452,180 
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2000 1999 1998 1997 1996 1995 1994 
$843,066 $765,717 $639,565 $597,254 $512,437 $479,069 $444,028 
579,169 577,013 545,247 495,961 509,897 485,392 473,501 
225039 8,646 5,501 904 108 : 
$1,445,074 $1,351,376 $1,190,313 $1,094,119 $1,022,442 $964,461 $917,529 
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